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TODAY’S CHILDREN

TUESDAY, FEBRUARY 2, 1999

HOUSE OF REPRESENTATIVES,
COMMITTEE ON WAYS AND MEANS,
SUBCOMMITTEE ON SOCIAL SECURITY,
Washington, DC.
The Subcommittee met, pursuant to notice, at 3:07 p.m., in room
1100, Longworth House Office Building, Hon. E. Clay Shaw, Jr.
(Chairman of the Subcommittee), presiding.
[The advisory announcing the hearing follows:]

(D



ADVISORY

FROM THE COMMITTEE ON WAYS AND MEANS
SUBCOMMITTEE ON SOCIAL SECURITY

FOR IMMEDIATE RELEASE CONTACT: (202) 225-9263
January 26, 1999
No. SS-1

Shaw Announces Hearing Series on
Impacts of Current Social Security System

Congressman E. Clay Shaw, Jr., (R-FL), Chairman, Subcommittee on Social Secu-
rity of the Committee on Ways and Means, today announced that the Subcommittee
will hold a hearing series on impacts of the current Social Security system. The first
hearing day in this series will focus on the impact of the current system on today’s
children as they take their place in the workforce and ultimately collect retirement
benefits. The first hearing day will take place on Tuesday, February 2, 1999, in the
main Committee hearing room, 1100 Longworth House Office Building, beginning
at 3:00 p.m. Subsequent hearing days will be announced separately.

Oral testimony at the first hearing day on impacts on children will be heard from
invited witnesses only. Witnesses will include program scholars, policy experts, and
other informed citizens. However, any individual or organization not scheduled for
an oral appearance may submit a written statement for consideration by the Com-
mittee and for inclusion in the printed record of the hearing.

Other hearing days are expected to focus on improving current protections for
women, reducing poverty and protecting minorities and low-wage workers, and en-
suring protections for survivors and individuals with disabilities. Further details
will be released in subsequent announcements.

BACKGROUND:

Despite its remarkable success in combating poverty among the elderly, Social Se-
curity faces increasing hurdles in paying promised benefits in the coming years. As
Social Security’s Trustees stated in their April 1998 report, “Beginning with the
year 2013, the tax income projected under present law is expected to be insufficient
to cover program expenditures.” By the year 2032, when the Trust Funds are pro-
jected to be depleted, tax collections will cover only 72 percent of benefit obligations.
If changes are delayed until the year 2032, payroll tax hikes of 45 percent or benefit
cuts of 25 percent or more would be required to maintain solvency. The burden
could fall on younger workers, including today’s children, who could face payroll tax
increases or benefit reductions. Other undesirable effects on this group could include
higher interest rates, fewer opportunities for savings, and lower returns on invest-
ments. Similar effects could also result from the transition to a reformed Social Se-
curity system.

In announcing the hearing, Chairman Shaw stated: “We need to examine closely
how reforming the Social Security system affects not only current workers and retir-
ees, but also our children and grandchildren. Leaving them a Social Security pro-
gram that offers a lifetime of high taxes and low benefits is an unacceptable herit-
age. We must find a better way.”



FOCUS OF THE HEARING:

The first hearing day will focus on how today’s children are expected to fare under
the current Social Security system. Witnesses are expected to discuss taxes and in-
terest rates that today’s children may face as adults, including trends on rising
taxes as a share of personal income. In addition, witnesses will discuss benefits to-
day’s and tomorrow’s children can expect when they retire, and the implications of
high taxes and low savings for Social Security reform.

DETAILS FOR SUBMISSION OF WRITTEN COMMENTS:

Any person or organization wishing to submit a written statement for the printed
record of the hearing should submit six (6) single-spaced copies of their statement,
along with an IBM compatible 3.5-inch diskette in WordPerfect 5.1 format, with
their name, address, and hearing date noted on a label, by the close of business,
Tuesday, February 16, 1999, to A.L. Singleton, Chief of Staff, Committee on Ways
and Means, U.S. House of Representatives, 1102 Longworth House Office Building,
Washington, D.C. 20515. If those filing written statements wish to have their state-
ments distributed to the press and interested public at the hearing, they may de-
liver 200 additional copies for this purpose to the Subcommittee on Social Security
office, room B-316 Rayburn House Office Building, by close of business the day be-
fore the hearing.

FORMATTING REQUIREMENTS:

Each statement presented for printing to the Committee by a witness, any written statement
or exhibit submitted for the printed record or any written comments in response to a request
for written comments must conform to the guidelines listed below. Any statement or exhibit not
in compliance with these guidelines will not be printed, but will be maintained in the Committee
files for review and use by the Committee.

1. All statements and any accompanying exhibits for printing must be submitted on an IBM
compatible 3.5-inch diskette in WordPerfect 5.1 format, typed in single space and may not ex-
ceed a total of 10 pages including attachments. Witnesses are advised that the Committee will
rely on electronic submissions for printing the official hearing record.

2. Copies of whole documents submitted as exhibit material will not be accepted for printing.
Instead, exhibit material should be referenced and quoted or paraphrased. All exhibit material
not meeting these specifications will be maintained in the Committee files for review and use
by the Committee.

3. A witness appearing at a public hearing, or submitting a statement for the record of a pub-
lic hearing, or submitting written comments in response to a published request for comments
by the Committee, must include on his statement or submission a list of all clients, persons,
or organizations on whose behalf the witness appears.

4. A supplemental sheet must accompany each statement listing the name, company, address,
telephone and fax numbers where the witness or the designated representative may be reached.
This supplemental sheet will not be included in the printed record.

The above restrictions and limitations apply only to material being submitted for printing.
Statements and exhibits or supplementary material submitted solely for distribution to the
Members, the press, and the public during the course of a public hearing may be submitted in
other forms.

Note: All Committee advisories and news releases are available on the World
Wide Web at ‘HTTP:/WWW.HOUSE.GOV/WAYS__MEANS?/.

The Committee seeks to make its facilities accessible to persons with disabilities.
If you are in need of special accommodations, please call 202—-225-1721 or 202-226—
3411 TTD/TTY in advance of the event (four business days notice is requested).
Questions with regard to special accommodation needs in general (including avail-
ability of Committee materials in alternative formats) may be directed to the Com-
mittee as noted above.



Chairman SHAW. The Chair will call the hearing to order. I am
sure that the other Members will be filing in shortly, as we are just
coming back into town today from over a week off.

I would like to welcome everyone to the first of our Subcommit-
tee hearings on the impact of Social Security and possible solutions
to its solvency crisis. We have had other meetings of the Full Com-
mittee, but this is the first meeting that we have of the Sub-
committee.

I want to add a special welcome to our new Members, including
the new Ranking Member, Bob Matsui. I might say, too, that I am
new to this Subcommittee this year.

Some might wonder why our first topic is the impact the retire-
ment program has on children. So let me begin with a brief quote.
“We now know that the Social Security Trust Fund is fine for an-
other few decades. But if it gets in trouble and we don’t deal with
it, then it not only affects the generation of the baby boomers and
whether they will have enough to live on when they retire, it raises
a question of whether they will have enough to live on by unfairly
burdening their children’s ability to raise their grandchildren. That
would be unconscionable.”

Bill Clinton spoke these words almost 1 year ago. But the same
could be said by every parent or grandparent. None of us wants to
leave a harder life for our children, but that is the bitter prospect
we face unless changes are made in Social Security. I would add
also Medicare.

Consider the following: According to the 1998 Social Security
Trustees’ Report, by 2040—that is the year 2040—Social Security
costs will rise to 18 percent of taxable payroll, a 63-percent in-
crease over current benefit costs. That is just to pay the retirement
costs of today’s 25-year-olds, as well as junior baby boomers. By the
time young Richard Anderson, who you will hear from later today,
by the time he retires in 2060 or so, the youngest baby boomer will
then be about 96 years old. If you want to feel old, that will do it.
Will be 96. Yet Richard’s children will have to surrender even more
Social Security tax to support him unless action is taken soon.

So we know two things. This problem is serious, and it will not
go away after the baby boomers have passed on. That, ladies and
gentlemen, may be the good news. If economic growth rates worsen
or, as everybody my age hopes, that life expectancy increases, our
children and grandchildren will have to sacrifice even more. In fact,
Richard and his classmates could spend their working years sur-
rendering between 20 and 30 cents out of every dollar they make
to support their parents’ and their grandparents’ retirement.

Add in Medicare and they could be paying 30 to 45 percent out
of every dollar just in payroll taxes. That is before State and Fed-
eral income taxes. As the President said, that would be unconscion-
able. Everybody knows that would be unconscionable.

So let me say this at the outset: In reforming our Nation’s Social
Security system, we will protect current recipients and older work-
ers. In the process, though, we must not saddle our children with
huge liabilities. We must find a way both to keep our pledges to
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current retirees and to provide our children, our grandchildren, and
the children of tomorrow with an even brighter future.

With that in mind, I welcome all of our guests here today to
begin this journey that we will travel together in trying to solve
what I consider to be the Nation’s number one problem.

Is there anyone on the Minority side that cares to make an open-
ing statement?

Mr. LEVIN. Mr. Chairman, I think Mr. Matsui wanted to do so.
I believe he will be here fairly soon. So I would like if you would
leave open the ability for him to participate, to give an opening
statement when he arrives.

Chairman SHAW. Yes. I held opening the meeting for about 8 or
9 minutes, hopeful that he would be here, because I think this is
important. I know Bob considers this to be very important. Cer-
tainly we will welcome any statement that he may wish to make.

Our first panel includes Richard K. Anderson, Sr. He is president
of the Anderson Financial Services in Brooklyn, New York. Richard
Anderson, Jr., vice president, Anderson Financial Services, Brook-
lyn, New York. I might say, Mr. Anderson, Jr., as far as we can
tell in searching the records and Congressional Research Service,
you are the youngest person ever to testify before the U.S. Con-
gress.

Mr. ANDERSON, JR. Yes, I am.

Chairman SHAW. Tyra Brown, who is a student at the College of
Arts and Science at Howard University, here in Washington; and
Liz Kramer, the policy associate of 2030 Center.

Welcome to all of you. Mr. Anderson, Sr., if you would proceed.
We have the written statement of the witnesses, which will be
made a part of the record. We will welcome all of our guests to tes-
tify or proceed as they see fit.

Mr. Anderson.

STATEMENT OF RICHARD K. ANDERSON, SR., PRESIDENT,
ANDERSON FINANCIAL SERVICES, BROOKLYN, NEW YORK

Mr. ANDERSON, SR. Thank you. Good afternoon, Mr. Chairman
and distinguished Members of the House Subcommittee on Social
Security. My name is Richard K. Anderson, Sr. I am the president
of Anderson Financial Services in Brooklyn, New York. I am a
graduate of Medgar Evers College of the City University of New
York. I am currently on the faculty of the School of Continuing
Education, where I teach personal financial planning basics and
mutual fund investment. I am also the producer and host of Ander-
son’s Biz Kids, a local public television show which showcases teen-
age money managers and entrepreneurs, as well as a frequent
guest speaker at the New York Stock Exchange Teacher-to-Teacher
Workshops.

Professionally, I am a member of the Institute of Certified Finan-
cial Planners, the American Society for Training and Development,
the World Futures Society. I am also a trustee of the Securities In-
dustry Foundation for Economic Education.

I am here to tell you today that when it comes to savings and
investment education, the Nation’s 50 million-plus youth grades K—
12 have been largely ignored. They have been ignored primarily be-
cause many parents and society still believe the old notion that
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children should not have to worry about anything but school, play-
ing, and just being young. Consequently, by the time our youth are
old enough to take an interest in savings and investment, it is al-
ready too late. Many of them never catch up and live their entire
lives thinking somehow, when the time comes, something called So-
cial Security will take care of them.

A nationwide survey was conducted by a Lewis Mandell, Ph.D.,
an economist and researcher. He looked at 12th-graders’ level of
knowledge within four areas: income, money management, savings,
and investment and spending. The survey results underscore the
serious concerns about young people’s ability to make educated fi-
nancial decisions once they are out on their own. I find this alarm-
ing because it will most certainly translate the same condition into
adulthood.

Let me pose this question: Who will take care of the financially
illiterate in their old age? There is serious concern about whether
the current system of Social Security will still be around for our
children. Therefore, we must realize that financial security at re-
tirement doesn’t just happen. It takes planning, commitment, and,
yes, money.

Let me share some facts with you. At the beginning of the cen-
tury in the 1900s, half of all Americans died before the age of 50.
Life expectancy for men in the 1900s was 46 years old, and 48 for
women. By 1935, when the Social Security Act was conceived, life
expectancy for men had risen to 60 years, and for women, 63. In
1945, there were only 771,000 retirees collecting Social Security. In
1946, only half of Americans could expect to live to age 67. In 1999,
more than 50 percent of Americans will survive the age of 74.
There are currently more than 35 million people collecting Social
Security.

As you can see by these statistics, when Social Security was first
conceived, most potential recipients were expected to be conven-
iently dead and buried before their Social Security ever kicked in.
Few Americans imagined that the program would be asked to sup-
port millions of older people. Based on current projections, there
will be 76 million people on Social Security by the year 2045, when
my son Richard only turns 51.

Yes, people are living longer lives, which means they also are
spending more time in retirement. A man who retires at age 65
today can expect to spend at a minimum 18 years in retirement.
A woman who retires at age 65 today can spend 23 years in retire-
ment. Those are just averages. Those are the current statistics.
Who knows what the life expectancy will be in my son’s lifetime
and your children? They may routinely live to 100 and well past
100. Scientists are already projecting longer lives due to better
technology and medical advances. As a result, our children may
live half their lives in retirement. Let’s face it, retirement has be-
come an expensive process. The longer the retirement, the more ex-
pensive it becomes.

What can we do to address this looming crisis? The answer obvi-
ously is that people must begin to plan their retirements better and
earlier. Education of our young about the necessity of planning for
retirement must also begin at an early age. I don’t know about you,
but it is saddens me to know that less than half of all Americans
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have put aside money specifically for retirement. In 1993, of those
who had 401(k) coverage available, one-third did not even partici-
pate.

American workers in general have a very limited degree of
knowledge regarding retirement planning and saving. Because of
this lack of knowledge and lack of planning, most Americans are
not aware that Social Security accounts for about 38 percent at
best of the average retiree’s preretirement income. The rest must
come from other sources. Unless we begin to educate the next gen-
eration early about the value of investing and saving, those other
sources will never materialize.

The crisis is upon us, and only a concerted and committed effort
to educate our Nation, especially our youth, about savings and in-
vesting can avert a potential disaster. Therefore, I urge this Sub-
committee to seriously consider making the introduction of savings
and investment education a part of every school curriculum.

Thank you very much, Mr. Chairman.

[The prepared statement follows:]

Statement of Richard K. Anderson, Sr., President, Anderson Financial
Services, Brooklyn, New York

Good Afternoon Mr. Chairman and Distinguished Members of the House Sub-
committee on Social Security.

My name is Richard K. Anderson, Sr. I am President of Anderson Financial Serv-
ices in Brooklyn, New York. I am a graduate of Medgar Evers College of The City
University of New York and I am currently on the faculty of the School of Continu-
ing Education where I teach Personal Financial Planning Basics and Mutual Fund
Investing Basics. I am the producer and host of “Anderson’s Biz Kids,” a public tele-
vision show which showcases teenage money managers and entrepreneurs as well
as a frequent guest speaker at the New York Stock Exchange Teacher Workshops.
Professionally, I am a member of the Institute of Certified Financial Planners, the
American Society for Training and Development and the World Future Society. I am
also a trustee of the Securities Industry Foundation for Economic Education.

I am here to tell you today that when it comes to saving and investment edu-
cation, the nation’s 50 million plus youth in grades K-12, have been largely ignored.
They have been ignored primarily because many parents and society still believe the
old notion that children should not have to worry about anything but school, playing
and being young. Consequently, by the time our youth are old enough to take an
interest in savings and investment, it is already too late. Many of them never catch
up and live their entire lives thinking that somehow, when the time comes, some-
thing called social security will take care of them.

A nationwide survey conducted by Lewis Mandell, Phd., an economist and re-
searcher, looked at 12th graders’ level of knowledge within four areas: income,
money management, savings and investment and spending. The survey results un-
derscore serious concerns about young people’s ability to make educated financial
decisions once they are out on their own. I find this alarming because it will most
certainly translate into the same condition in adulthood.

Let me pose this question, who will take care of the financially illiterate in their
old age? There is serious concern about whether the current system of social secu-
rity will still be around for our children. Therefore, we must realize that financial
security at retirement, doesn’t just happen. It takes planning, commitment, and yes,
money.

Let me share some facts with you ...

At the beginning of the century in the 1900’s, half of all Americans died before
the age of 50. The life expectancy for men was 46 years. For women, 48 years.

By 1935, when the Social Security Act was conceived, the life expectancy for men
had risen to 60 years. For women, it was 63.

In 1945, there were only 771,000 retirees collecting social security. In 1946, only
half of Americans could expect to live to age 67. In 1999, more than 50% of Ameri-
cans will survive through the age of 74 and there are currently more than 35 million
people collecting social security.

As you can see by these statistics, when Social Security was conceived, most po-
tential recipients were expected to be conveniently dead and buried before their so-
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cial security ever kicked-in. Few Americans imagined that the program would be
asked to support millions of older people. Based on current projections, there will
be 76 million people on social security by the year 2045 when my son, Richard,
turns 51.

Yes, people are living longer lives, which means that they are also spending more
time in retirement. A man who retires at age 65 can expect to live to at least 83
years old. That means that he will be spending, minimally, 18 years in retirement.
A woman who retires at age 65 can expect to live to at least 88 years old. That
means that she will be spending at least 23 years in retirement. Those are the cur-
rent statistics. Who knows what the life expectancy will be in Richard’s lifetime or
your children’s. They may routinely live to be 100 or well past 100. Scientists are
already projecting longer lives due to better technology and medical advances. As
a result, our children may live half their lives in retirement. Let’s face it, retirement
has become an expensive process and the longer the retirement, the more expensive
it becomes.

What can we do to address this looming crisis? The answer, obviously, is that peo-
ple must begin to plan their retirements better and earlier. Education of our young
about the necessity of planning for retirement must also begin at an earlier age. I
don’t know about you, but it saddens me to know that less than half of all Ameri-
cans have put aside money specifically for retirement. In 1993, of those who had
401(k) coverage available, one third did not participate. America’s workers, in gen-
eral, have a very limited degree of knowledge regarding retirement planning and
saving. Because of this lack of knowledge and lack of planning, most Americans are
not aware that social security accounts for about 38% at best, of the average retir-
ee’s pre-retirement income. The rest must come from other sources. Unless we begin
to educate the next generation early about the value of investing and saving, those
other sources will never materialize.

The crisis is upon us and only a concerted and committed effort to educate the
nation, especially our youth, about saving and investing can avert a disaster. There-
fore, I urge this committee to seriously consider making the introduction of saving
and investment education a part of every school curriculum. Thank you Mr. Chair-
man.

Chairman SHAW. Thank you, Mr. Anderson.

I am going to recognize Mr. Anderson, Jr. Then we are going to
have to break for vote. There are two votes that will be on the
floor. But then we will return as quickly as possible.

Mr. Anderson, Jr.

STATEMENT OF RICHARD K. ANDERSON, JR., VICE PRESI-
DENT, ANDERSON FINANCIAL SERVICES, BROOKLYN, NEW
YORK

Mr. ANDERSON, JR. Good afternoon, Mr. Chairman, and distin-
guished Members of the House Subcommittee on Social Security.
My name is Richard K. Anderson, Jr. I am 6 years old. I want to
thank you for inviting me to speak today on children and Social Se-
curity.

Some of you may be wondering why I am here today. You prob-
ably think at my age I don’t have to worry about Social Security
or retirement for a very long time. My father has taught me that
you are never too young to begin to think about your future. On
April 2, 1998, I became the youngest person ever to ring the bell
and open the New York Stock Exchange. In May 1998, I appeared
on CNBC. In July, I was on the Jay Leno Show.

When I was much younger, about 3 years old, my father would
punish me for bad behavior by making me watch CNBC. Like any
child, I wanted to watch my favorite cartoons. Now I am happy
that my father punished me that way because now I know about
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the Dow Jones Industrials, stocks, mutual funds, and my dad’s fa-
vorite subject, what makes a good company.

I know as a 6-year-old that it is important to save and invest at
an early age. If you want to retire, you must save and invest. If
you don’t, you might have to work all your life. No one wants that.

It is important for all children to learn about investing in the
S&P 500 and the Dow Jones. I know every company in the Dow
Jones Industrials, what they produce, their competition, and most
of the S&P 500. One day, I plan to have my own Richard’s Kids
Industrial Average. It would be just like the Dow Jones Industrial
Average with 30 blue chip stocks like McDonald’s, Caterpillar,
Microsoft, Campbell Soup, Nike, Intel, and others. If I can make
this dream come true, I will never have to worry about Social Secu-
rity when I am old.

For all the children who think they are too young, hey, look at
me. Thank you, Mr. Chairman.

[The prepared statement follows:]

Statement of Richard K. Anderson, Jr., Vice President, Anderson Financial
Services, Brooklyn, New York

My name is Richard K. Anderson, Jr. I am 6 years old and I want to thank you
for inviting me to speak today on children and social security.

Some of you may be wondering why I am here today. You probably think that
at my age, I don’t have to worry about social security or retirement for a very long
time. My father has taught me that you are never too young to begin to think about
your future.

On April 2, 1998, I became the youngest person ever to ring the bell and open
the New York Stock Exchange, In May, 1998, I appeared on CNBC and in July, I
was on the Jay Leno Show.

When I was much younger, about 3 years old, my father would punish me for bad
behavior by making me watch CNBC. Like any child I wanted to watch my favorite
cartoons. Now, I am happy that my father punished me that way because now I
know about the Dow Jones Industrials, stocks, mutual funds, and my Dad’s favorite
subject, what makes a good company.

I know as a six-year-old that it is important to save and invest at an early age.
If you want to retire, you must save and invest. If you don’t, you might have to work
all your life. No one wants that.

It is important for all children to learn about investing in the S and P 500 and
the Dow Jones. I know every company in the Dow Jones Industrial, what they
produce, their competition and most of the S and P 500. One day, I plan to have
my own “Richard’s Kids Industrial Average.” It would be like the Dow Jones Indus-
trial Average with 30 blue chip stocks like: McDonalds, Caterpillar, Microsoft,
Campbell Soup, Nike, Intel, and others. If I can make this dream come true, I will
never have to worry about social security when I am old.

For all the children who think they are too young, hey, look at me!

Thank you Mr. Chairman.

Chairman SHAW. Richard, I thank you. As I said, we are going
to have to break. As I had mentioned in some of my opening re-
marks, you not only are the youngest ever to open to the stock ex-
change, ring the bell at the stock exchange, but you are also the
youngest ever to appear before Congress. I compliment your father
for not punishing you by making you watch CSPAN.

We will now recess just long enough for the next votes. Then we
shall return.

[Recess.]
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Chairman SHAW. We will resume the hearing. They held that
first vote, as it was the first vote of the day, so they held it open
longer than we anticipated.

Ms. Brown.

STATEMENT OF TYRA BROWN, STUDENT, HOWARD
UNIVERSITY

Ms. BROWN. Thank you, Mr. Chairman. I would like to thank the
Subcommittee for inviting me here today to speak about the need
to protect our Social Security system. It is a program that has
touchﬁ‘d my life and the lives of millions of other young people like
myself.

My name is Tyra Brown. I am from Oklahoma City, Oklahoma.
I am currently a junior at Howard University here in Washington,
DC. In school, I am studying psychology, and I volunteer at a Head
Start center, tutoring preschool children who are struggling with
literacy skills and social development. After I earn my bachelor’s
degree from Howard, I plan to go on to graduate school and become
a psychologist.

I enjoy working with children who need a helping hand. I believe
that as an American family, we need to do what we can to help
each other out. That is why I think Social Security is so important.
It was there for me, and I want it to be there in the future.

Most people think of Social Security as a retirement program,
and it is. But what a lot of people don’t know is that Social Secu-
rity also helps out millions of people like myself who are not re-
tired. When I was 15, I experienced a terrible loss. My mother, who
worked very hard to provide for me, passed away due to heart fail-
ure. My grandmother became my legal guardian and we received
Social Security Survivor’s Insurance to help us with expenses. It
wasn’t easy, but Social Security truly helped. We could count on
that income to be there every month. Without it, we couldn’t have
made it.

When my mom was alive, she made a middle-class income and
paid into the Social Security system, just like everyone else. She
wasn’t able to get her retirement benefits, but what she did get
through Social Security Survivor’s Insurance was my security after
she died.

Mr. Chairman, I am not alone. There are millions of other sur-
vivors out there who count on Social Security every month. Now as
I am beginning to think about my own future, I think about that
guarantee. When I pay my Social Security taxes, I am not thinking
about the best plan to get rich. I am thinking about the best plan
for my economic security. I want to be sure that it will be there
for my retirement or in case of any tragic circumstance, guaran-
teed.

I know that Social Security needs to be strengthened, and I know
that there has to be a way to do it that preserves that vital guaran-
tee. When I watched the President’s State of the Union Address,
I was glad to hear him say clearly that we must protect Social Se-
curity’s guarantee. We constantly hear that Social Security won’t
be there for people my age when we need it. Well, it was there for
me. I want to do my part to make sure it will be there in the fu-
ture.
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That is why I am here today, Mr. Chairman, to share my story
and the stories of millions of other young people like myself who
come from average families and who have dealt with extraordinary
circumstances. As the Subcommittee considers reforms to the sys-
tem, I respectfully encourage you to support the core values of So-
cial Security, and work to make the program stronger. It is a sys-
tem which we all contribute to and which we all benefit from, guar-
anteed.

Thank you.

[The prepared statement follows:]

Statement of Tyra Brown, Student, Howard University

Thank you Mr. Chairman. I would like to thank the Committee for inviting me
here today to speak about the need to protect our Social Security system. It is a
program that has touched my life and the lives of millions of other young people
like myself.

My name is Tyra Brown. I'm from Oklahoma City, Oklahoma, and am currently
a Junior at Howard University here in Washington, DC.

In school, I am studying psychology and I volunteer in a Headstart Center tutor-
ing pre-school children who are struggling with literacy skills and social develop-
ment. After I earn my Bachelor’s degree from Howard, I plan to go on to graduate
school and become a psychologist.

I enjoy working with children who need a helping hand, and I believe that as an
American family, we all need to do what we can to help each other out. That is why
I think that Social Security is so important. It was there for me, and I want it to
be there in the future.

Most people think of Social Security as a retirement program-and it is. But what
a lot of people don’t know, is that Social Security also helps out millions of people,
like myself, who are not retired.

When I was 15, I experienced a terrible loss. My mother, who worked hard to pro-
vide for me, passed away because of heart failure. My grandmother became my legal
guardian and we received Social Security’s survivors’ benefits to help us with ex-
penses. It wasn’t easy, but Social Security really helped. We could count on that in-
come to be there every month, and without it, we couldn’t have made it.

When my mom was alive, she made a middle class income and paid into the So-
cial Security system just like everyone else. She wasn’t able to get her retirement
benefits. But what she did get, through Social Security’s survivor’s insurance, was
my security after she died.

And, Mr. Chairman, I am not alone—there are millions of other survivors out
there, who count on Social Security every month.

Now, as I am beginning to think about my own future, I think about that guaran-
tee. When I pay my Social Security taxes, I'm not thinking about the best plan to
get rich. I'm thinking about the best plan for my economic security. I want to be
sure that it will be there for my retirement or in case of a tragic circumstance-
guaranteed. I know that Social Security needs to be strengthened, and I know that
there has to be a way to do it that preserves that vital guarantee.

When I saw the President’s State of the Union address, I was glad to hear him
say clearly that we must protect Social Security’s guarantee. We constantly hear
that Social Security won’t be there for people my age when we need it. Well, Mr.
Chairman, it was there for me and I want to do my part to make sure it will be
there in the future.

That is why I am here today, Mr. Chairman, to share my story and the stories
of millions of other young people, like myself, who come from average families, and
who have dealt with extraordinary circumstances. As the committee considers re-
forms to the system, I encourage you to support the core values of Social Security,
and work to make the program stronger. It is a system to which we all contribute,
and from which we all benefit. Guaranteed.

Chairman SHAW. Thank you, Ms. Brown.
Ms. Kramer.
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STATEMENT OF LIZ KRAMER, POLICY ASSOCIATE, 2030
CENTER

Ms. KRAMER. Thank you, Mr. Chairman. My name is Liz Kra-
mer. I am honored to be here today speaking on behalf of the 2030
Center, a public policy organization for young adults. I am 24 and
I share all of your views, that we must act now to strengthen So-
cial Security for future generations.

Mr. Chairman, my generation is a pretty skeptical bunch. A lot
has been made of the fact that young people do not think Social
Security is going to be there for them. You ought to be equally
skeptical, however, that we can be persuaded to scrap the system
and gamble on an untested alternative. Even though young people
are suspicious about politicians doing the right thing, we want So-
cial Security to be there for us, and we are looking to our Rep-
resentatives in Congress to keep that promise.

Last summer, the 2030 Center conducted a national poll of 18-
to 34-year-olds. Not surprisingly, we found that very few young
people expect Social Security to pay them their full benefits. More
importantly, however, nearly nine in ten of the young people we
polled said that Social Security should pay them their full benefits.
We also asked young people what they think about the viability of
the current system. Very few young people think that Social Secu-
rity cannot work for them the way it worked for previous genera-
tions, and needs to be replaced. On the contrary, about 70 percent
of the young adults we spoke with think Social Security can work
for young people when they retire if Congress will strengthen the
system’s finances. These numbers are strongly at odds with the pic-
ture often painted of a generation ready to scrap the Social Secu-
rity system.

Let me provide a few reasons why I think that Social Security
is so important to young adults. First and foremost, Social Security
is important to us because we love our grandparents, and we see
how important Social Security has been to our families. We are
glad that fewer of our grandparents are consigned to poverty than
in the past. We want our parents to have that same financial secu-
rity.

However, Social Security is not just for our grandparents. Nearly
one-third of all Social Security beneficiaries are not retired. As
Tyra Brown has just illustrated, Social Security provides crucial
benefits for young people who have lost a parent or whose parent
has become disabled. As we get older, these benefits protect our
spouses and our children. Social Security has been incredibly suc-
cessful in ensuring that young people who have had life-changing
tragedies have a way to get back on track.

Social Security is also important for young people because it of-
fers some financial security in a rapidly changing economy. While
our parents were able to rely on pensions, along with their savings
and Social Security, we face a very different situation. Mr. Chair-
man, pensions are disappearing for people my age. Pension cov-
erage for young workers aged 24 or less has fallen by one-third
since 1972, according to the Department of Labor. Less than half
of all workers under the age of 30 have any pension at all. In addi-
tion, wages have been declining for young people since the early
seventies, offering less opportunity to save.
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The jobs of the future do not seem to promise any improvement.
For example, the government projects that the occupation with the
most growth in the next decade will not be web designers or invest-
ment bankers, but retail cashiers. I can tell you that my friends
who ring up your books or your clothes do not have good pensions
and do not have high wages. These workers cannot afford to have
their only guaranteed retirement income cut out from under them.
That is why Congress should focus on strengthening, and not re-
placing, the Social Security Program.

Now I recognize that Social Security needs some adjustment. In
considering proposals to do that, I urge Members of this Sub-
committee not to jeopardize the aspects of the program that are
critical for young people. We want our benefits guaranteed. We
want provisions if we become disabled. We want our children to be
provided for if we should die young. We want adequate benefit lev-
els so that old age is not synonymous with poverty. We want the
checks to keep coming, even if we should live to see our 100th
birthday.

President Clinton has put forward a proposal that can maintain
these important benefits, and I applaud that. On the other hand,
proposals to privatize Social Security can not meet these important
needs for younger generations. Not only do privatization plans cut
our benefits and increase the age at which we could retire, but they
also saddle us with the burden of a huge transition cost.

America can do better than that. In a time of record economic
growth, with surpluses building by the day, I ask Congress to safe-
guard my generation’s economic future. Now is not the time to
jeopardize our economic security with a risky and costly imitation
of Social Security. Now is the time to strengthen Social Security for
my generation and for the generations to come.

Thank you.

[The prepared statement follows:]

Statement of Liz Kramer, Policy Associate, 2030 Center

Thank you, Mr. Chairman. My name is Liz Kramer, and I am here today speaking
on behalf of the 2030 Center, a public policy organization for young adults. I am
24, and I share your view that we must act now to strengthen Social Security for
future generations.

Mr. Chairman, my generation is a pretty skeptical bunch. A lot has been made
of the fact that young people do not think that Social Security is going to be there
for them. You ought to be equally skeptical, however, that we can be persuaded to
scrap the system and gamble on an untested alternative.

Even though young people are suspicious about politicians doing the right thing,
we want Social Security to be there for us, and we are looking to our representatives
in Congress to keep that promise.

Last summer, the 2030 Center conducted a national poll of 18-34 year olds. Not
surprisingly, we found that very few young people expect Social Security to pay
them full benefits. More importantly, however, nearly nine in ten say that Social
Security should pay them full benefits.

We also asked young adults what they think about the viability of the current sys-
tem. Very few young people, we learned, think that Social Security “cannot work
for them the way it worked for previous generations, and needs to be replaced.” On
the contrary, about seventy percent of young adults think Social Security “can work
for young people when they retire if Congress will strengthen the system’s finances.”

These numbers are strongly at odds with the picture often painted of young peo-
ple ready to scrap the Social Security system. Let me provide a few reasons why
I think that Social Security is so important to young adults.

First and foremost, Social Security is important to us because we love our grand-
parents, and we see how important Social Security has been to our families. We are
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glad that fewer of our grandparents are consigned to poverty than in the past. And
we want our parents to have that same financial security.

Social Security, however, is not just for our grandparents. Nearly one third of all
Social Security beneficiaries are not retired. Social Security provides crucial benefits
for young people who have lost a parent, or whose parent has become disabled. As
we get older, these benefits protect our spouses and our children. Social Security
has been incredibly successful in ensuring that young people who have had life-
changing tragedies have a way to get back on track.

Social Security is also important for young people because it offers some financial
security in a rapidly changing economy. While our parents were able to rely on pen-
sions along with their savings and Social Security, we face a different situation.

Mr. Chairman, pensions are disappearing for people my age. Pension coverage for
young workers age 24 or less has fallen by one-third since 1972, according to the
Department of Labor. And less than half of workers under the age of 30 have any
pension at all.

In addition, wages have been declining for young people since the early 70s, offer-
ing less opportunity to save.

The jobs of the future do not seem to promise any improvement. For example, the
government projects that the occupation with the most growth in the next decade
will not be web-designers or investment bankers, but retail cashiers. I can tell you,
my friends who ring up your books and your clothes do not have good pensions or
high wages.

These workers cannot afford to have their only guaranteed retirement income cut
out from under them. That is why Congress should focus on strengthening, not re-
placing, Social Security.

Now, I recognize that Social Security needs some adjustment. In considering pro-
posals to do that, I urge members of this committee not to jeopardize the aspects
of the program that are critical for young people. We want provisions if we become
disabled. We want our children to be provided for if we die young. We want ade-
quate benefit levels, so that old age is not synonymous with poverty. We want the
checks to keep coming even if we live to see our 100th birthday.

President Clinton has put forward a proposal that can maintain these important
benefits, and I applaud that. On the other hand, proposals such as privatization
cannot meet these important needs for younger generations. Not only do privatiza-
tion plans cut our benefits and increase the age at which we can retire, but also
they saddle us with the burden of a huge transition cost.

America can do better than that. In a time of record economic growth, with sur-
pluses building by the day, we ask Congress to address our economic future by bol-
stering the Trust Funds. Now is not the time to jeopardize our economic security
with a risky and costly imitation of Social Security. Now is the time to strengthen
Social Security for our generation and for generations to come.

Thank you.

AMERICANS VIEW SOCIAL SECURITY REFORM

FACTSHEET

For years, pollsters have been measuring public reaction to a simple proposition:
“allow individuals to invest a portion of their payroll taxes for retirement.” Most
people say “yes” to the offer.

Pollsters also have been measuring public confidence in the future of Social Secu-
rity. Historically, confidence declines the more Social Security is discussed in public
debate. Today, public confidence is low—particularly for younger workers.

While the lack of confidence means, more often than not, “fix Social Security,” the
public’s favorable initial response to “individual accounts” must be taken seriously.
We have long believed, however, that these measures described above are extremely
shallow and unreliable for policy makers.

In order meaningfully to evaluate support for policy alternatives such as privat-
ization, respondents must also be provided with information about the trade-offs of
diverting revenues from Social Security in order to fund individual accounts—name-
ly, steep reductions in guaranteed benefits.

In our groundbreaking research project, we have taken this step forward in order
to provide a more rigorous analysis and move debate down a more responsible path.

Among the key findings from our research:
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e Americans want Social Security to be there for them. Though only 20 percent
of Americans expect to receive benefits at current levels when they reach retire-
ment, fully 90 percent say that the system should pay them such benefits.

¢ Americans believe in Social Security. Fully 73 percent say that Social Security
“can work for young people when they retire if Congress will strengthen the sys-
tem’s finances,” while only 24 percent say that “the Social Security system cannot
work for young people the way it worked for previous generations, and it needs to
be replaced.”

* Younger and older Americans share similar views on Social Security reform.
The poll included an oversample of young adults age 18-34. The survey shows no
significant differences in opinion across generations, except for a more marked lack
of confidence among younger generations. Both younger and older Americans agree
that Social Security should be strengthened and agree on major reform proposals.

¢ Americans oppose benefit cuts more than they support individual accounts.
Americans are initially attracted to the idea of individual retirement accounts, but
reject privatization when they consider the benefit cuts necessary to enact even
“modest” privatization plans.

We tested a privatization plan originally proposed by the National Commission on
Retirement Policy, called the 21st Century Retirement Act, and introduced in the
House by Representatives Kolbe and Stenholm as H.R. 4256, and in the Senate by
Senators Gregg and Breaux as S. 2313. (Not surprisingly, the sponsors have mount-
ed an aggressive and groundless attack on our poll.)

In addition to providing workers about one-sixth (two percentage points) of their
payroll taxes to invest for their retirement, the 21st Century Retirement plan in-
cluded a series of benefit reductions (required by the individual account “carve-out”).

In isolation, key elements of the 21st Century approach are overwhelming re-
jected:

e 78 % oppose raising the retirement age to 70 (as reported in the New York
Times; the 21st Century plan would, in fact, raise it to 72.5 eventually);

* 87 % oppose reducing the average guaranteed monthly benefits for future retir-
ees by about 30% (the reduction was calculated by the Congressional Research Serv-
ice);

¢ 63 % oppose reducing the annual cost-of living increase below inflation (their
plan would reduce the COLA below the anticipated BLS changes to the CPI).

When presented as a package that includes the individual account as well as the
trade-offs—only 31 percent support the 21st Century privatization approach.
“Strong opposition”—which I think you will agree is a critical element of any politi-
cal battle—also rises sharply when the full 21st Century plan is considered.

¢ Americans support a plan that would maintain benefits by investing the Trust
Fund like a private pension and raising the payroll tax “cap.” This proposal is both
supported more, and generates less opposition than, privatization plans. It is impor-
tant to keep in mind that the reason this plan generates support (we find 58 percent
support) probably is that it does not include significant benefit cuts—different ap-
proaches to solvency with the same result would likely be supported just as much
or perhaps more.

The American people, the poll finds, favor the concept of individual accounts most
strongly when it is posed as a voluntary add-on to Social Security—not as a manda-
tory carve-out.

This is a Peter Hart Research Associates national survey. The survey was con-
ducted by telephone from July 6 to 13, 1998, among a national sample of 1,090
adults, including an oversample of young adults age 18 to 34. See the full poll and
report at www.2030.org or call the 2030 Center at 202-822-6526.

Chairman SHAW. Thank you.

Mr. Hulshof, do you have any questions?

Mr. HULSHOF. I do. Thank you, Mr. Chairman.

Ms. Kramer, let me, first of all, start by saying that just as your
generation—and I'm paraphrasing your testimony—just as your
generation is a pretty skeptical bunch, there are those of us on this
Subcommittee that are also fairly skeptical when it comes to scrap-
ping the present system. I think everybody on either side of the
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dais here agrees that Social Security has been a very successful
program.

But a couple of things I wanted to ask you about in particular
on the second page of your testimony regarding things that your
group wants. One of those things you list is adequate benefit levels.
I thought I read recently that a worker your age, and you men-
tioned you are 24 years of age, that as you join the work force, that
you would have to live to about 90 to 91 years of age before you
actually get out of the Social Security system what you actually
pay into it. Is that what you mean when you say that you want
adequate benefit levels? Or is there a way that we can maybe make
that a little more fairer, so that you can maybe get more out of the
system than what you are putting in?

Ms. KRAMER. When I mentioned adequate benefit levels I mean
keeping benefits at around the same level they are today, and
keeping them up with the cost of living. I think that providing a
guaranteed benefit is much more important than looking at the
exact amount that’s returned.

Mr. HULSHOF. I would like to ask Mr. Anderson, Jr., a question.
You mentioned that in your earlier years that you used to be pun-
ished by watching or having to watch, was it MSNBC?

Mr. ANDERSON, JR. CNBC.

Mr. HULSHOF. What is it that pop makes you watch now to pun-
ish you?

Mr. ANDERSON, JR. Well, I still watch CNBC, but sometimes I
can watch cartoons. But when I get home, with my father I'll watch
CNBC for the rest of the day.

Mr. HULSHOF. A more serious question for you. How did you
learn or was it difficult to learn how the stock market worked?

Mr. ANDERSON, JR. No, it wasn’t that difficult.

Mr. HULSHOF. What about some of your classmates? I suspect
that you have a unique knowledge about the stock market that
other students your age—what do you tell your classmates or play-
mates? Do they ask you questions? Do they ask for stock tips? Do
they show an interest as you show an interest in the stock market?

Mr. ANDERSON, JR. No.

Mr. HULSHOF. You said that you wanted to start your own in-
vestment company someday. Is that right?

Mr. ANDERSON, JR. No. It’s one day I plan to have my own Rich-
ard’s Kids Industrial Average, with 30 blue chip stocks.

Mr. HULSHOF. I see. Let me ask a question of Mr. Anderson, Sr.
How is it that your son has shown such a propensity? Was it extra
guidance from you or is it just something he picked up on his own?

Mr. ANDERSON, SR. Introduction at an early age. If we expose our
children at a very early age, you will be surprised. They will make
us proud. I just happened to expose Richard to the New York Stock
Exchange and stock markets and mutual funds and those things.
The same thing I think probably would have happened if I would
have exposed him to scientific things or art, or any of those things.
I think if you introduce the children at an early age to any dis-
cipline, they won’t be frightened by it; they won’t be afraid of it.
We introduce our children to a lot of things. They watch a lot of
cartoons. Sometimes I think that if we have a balance, they will
just surprise us, as Richard continues to surprise me.
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You know, people will talk about how is it that—it must be a lot
of work working with a child who is gifted. The first thing I say
is that, you know, my son has been exposed at any early age. Any
child that is exposed at an early age will be able to do the same
things that Richard is doing. The financial world is a language. If
they learn it at an early age, they will understand it. They will
make it their own. We have that opportunity.

I think that, again, in our public education system there is a lot
of concern, obviously, reading, writing, arithmetic, public speaking,
but because of longevity, just think—I mean, who would have ever
thought that people 1 day might routinely live to 110 or 120 years
old? That has changed the dynamics of how we should look at edu-
cation, and what should be part of the core curriculum forever. We
know that, but it is important that our children understand money
management as quickly as possible.

The Social Security system was a very nice system when we
didn’t have that many people receiving benefits and we had so
many people paying into the program. But as we know now, we are
going to have a lot of people living for a very long time. We are
going to have less people paying into the program. We are going
to have to do something. Part of that, obviously, is that all of us
will have to make a conscious effort to make sure people, young
people especially, understand at the earliest possible age that they
are going to be responsible for most of their financial future.

Mr. HuLsHOF. Thank you, Mr. Chairman.

Chairman SHAW.

Mr. Matsui.

Mr. MATSUI. Thank you very much, Mr. Chairman.

Mr. Anderson, I want to ask you, Mr. Anderson, Sr. And by the
way, I want to thank Ms. Kramer and Ms. Brown and Mr. Ander-
son, Jr. I have read your testimony and I have heard your testi-
mony. I am not quite sure what you are trying to say. I know you
want individual investments, but are you saying take the 12.4 per-
cent, half out of the individual, half out of payroll, and let the indi-
vidual do what he or she needs to do in terms of investing? What
is your proposal?

Mr. ANDERSON, SR. Let me start with this premise. Some of us

in

Mr. MATSUL I just want to know what your proposal is, so I can
get a better understanding of it.

Mr. ANDERSON, SR. My proposal is that part of the current
money paid into Social Security should remain with the individual
for self-directed investment.

Mr. MATsul. If I may just ask, what percentage? What are we
talking about? Your 12.4? Or do you have—maybe you are talking
more generically. Is that what it is?

Mr. ANDERSON, SR. Yes, generically. I am not sure of the percent-
age.

Mr. Matsul. OK.

Mr. ANDERSON, SR. But what I am quite sure of is I personally
don’t think that we should pass that off to the government.

Mr. MATSUL No, I understand. I understand that problem. I just
want to know what your proposal is. We are in agreement about
the need to make some major adjustments to the system because
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of the demographic changes going on in the country. I just want to
know what your proposal is.

So you are here today basically to say generically you think that
the individual worker should have the right to invest part of that
12.4 percent?

Mr. ANDERSON, SR. Yes.

Mr. MATSUIL But you haven’t defined what percentage that might
be?

Mr. ANDERSON, SR. Not at all. Not at all. I mean it could be, I
mean just to throw out an arbitrary number, it would be 50 per-
cent.

Mr. MATsul. Fifty percent. Now let me ask you, assuming that
one-third of all benefits paid or demographically we’re assuming in
the future will be on disability payments and survivor’s benefits,
one-third of all benefits paid, now what do you want to do with
that? I want to know how you would handle Ms. Brown and her
situation. Which I want to tell you, Ms. Brown, I really have a
great deal of admiration and respect for you because you have gone
through tragedy, obviously, losing your mother at a very early age,
somebody who sounds like a very wonderful person, and being
where you are today and the enthusiasm you have. I just want to
thank you for your testimony as well as all the other witnesses
that have testified, because I think you are going to be somebody
that is going to make it big in the future. If you are ever looking
for a job, there’s a few of us that may be interested in you.

But perhaps you, Mr. Anderson, could give us a little hand here.
How would you propose to deal with—because that’s a big part of
Social Security, disability payments and, obviously, survivor’s bene-
fits. How do you propose to deal with that?

Mr. ANDERSON, SR. Let me say that is a—you know, obviously,
that is a very complicated issue.

Mr. MATSUL It’s not too complicated. It’s just that these pay-
ments are paid out out of the Social Security Trust Fund. I just
want to know how you would deal with it, because there’s a lot of
folks that are in that situation and may not have the savings that
perhaps you have for your son, should that misfortune fall on your
family.

Mr. ANDERSON, SR. Let me say I am not arguing that we do
away with Social Security altogether, not at all. I mean there are
certain parts of Social Security that

Mr. MATSUL Do you think there should be a safety net for peo-
ple?

Mr. ANDERSON, SR. Oh, absolutely.

Mr. MATSUIL And do you think it should be defined so everybody
kind of has an understanding of what that safety net really is? I
mean——

Mr. ANDERSON, SR. There should be a safety net in regard to
those, certainly in regard to disability and some of the other pro-
grams within Social Security. I think what I am trying to say in
regard to the retirement issue, those benefits that are paid out
strictly for retirement, that based on the current returns on some
of that money, we’re just not going to be able to meet the retire-
ment needs of young people in the future.
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Mr. MATSUI. We understand that. We understand that. Every-
body is in agreement that there is a problem that has to be dealt
with. I agree with you on that. I am just trying to find a way to
do it. I need from you something a little more specific. You are here
as a witness before the U.S. Congress. Two weeks ago we had Jesse
Jackson and Jack Kemp. They didn’t add a lot to the debate. Now
we have you and your son and two others. We have got to get into
the meat of this issue. We are running out of time. We just can’t
have this really kind of good feelings about this stuff here. We
know what the problem is. But now we need solutions so we can
start negotiating.

The President has come out with his proposal. Now do you think
because you are in the investment banking business, do you think
that reducing the $3.7 trillion Federal debt is important? Does that
help unleash private sector investments in capital investment? Is
that a good idea? Of course it is, right? I mean you know that.

Mr. ANDERSON, SR. I mean, obviously, if you reduce the debt, it
works out across the board, hopefully.

Mr. MATSUIL Don’t you think though that reducing that debt from
$3.7 trillion to $1.2 trillion is a good idea over the next 15 or 20
years?

Mr. ANDERSON, SR. Absolutely. Absolutely.

Mr. MATSUIL You think that’s important?

Mr. ANDERSON, SR. It is important.

Mr. MATSUIL Because what does that do? That helps the economy
by unleashing money into the economy for private sector invest-
ment.

Mr. ANDERSON, SR. It certainly does.

Mr. Matsul. OK. Well, thank you. I appreciate your testimony.
I appreciate everybody’s testimony today.

Chairman SHAW. I might say to Mr. Anderson that Mr. Green-
span agrees with you in regard to that.

Mr. McCrery.

Mr. McCRrERY. Thank you, Mr. Chairman. I'll be brief.

Mr. Anderson, Sr., I just want to compliment you on being able
to make your son watch CNBC when he was punished. I have got
a 5-year-old and a 3-year-old. I could sit them in front of the tele-
vision and turn it on, but I couldn’t make them watch it I don’t
think. So you have my compliments. Maybe I could talk to you
later about a method to get them to do what I say when I am pun-
ishing them like that.

I have enjoyed the testimony of everybody. While it’s true that
no specifics were given by any of the witnesses with respect to how
we solve the long-term problems, keep a guaranteed benefit, and
keep the disability portion and the survivor’s portion and all those
things, I think it is refreshing to know that there are people, young
and very young, who are concerned about the Social Security sys-
tem and want to see us make a responsible effort to ensure that
it’s there for future generations.

So unlike Mr. Matsui, I want to thank all of you for adding to
the debate and making sure that we old guys up here in Congress
understand that it is an imperative to do something now for the
survival of Social Security. So thank you for your testimony.
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Mr. MATsuIL. If the gentleman, since he mentioned my name,
would just yield?

Mr. McCRERY. I would be glad to yield.

Mr. MATSUL I appreciated their testimony. I think I thanked ev-
erybody about three or four times. I just want to get into some of
the meat. We need to know pretty soon, if the gentleman will just
let me complete

Mr. McCRrERY. If I may reclaim my time, we’ll have plenty of
time with other witnesses to get into the specifics. The next panel,
for example, probably has some more specific ideas. But I appre-
ciate these witnesses.

Mr. MATSUIL I am just waiting for the President to come up with
his—I mean the President has come up——

Mr. MCCRERY. Yes. I am waiting for the President, too, to come
with some specifics.

Mr. MATSUL I am waiting for you to come up with your proposal
now.

Mr. McCRERY. The President has given us very few specifics,
which is part of the problem. So I wish that you would urge the
President to do just that, just as you have urged these witnesses
that were kind enough to come and spend some time with us today.

Chairman SHAW. I would like to remind my Ranking Member
that we have given very wide latitude on invitations by the Minor-
ity. Two of the members of this panel have been invited by the Mi-
nority.

Mr. MATSUIL As I said to the gentleman, we appreciate their tes-
timony. It’s just that eventually we are going to have to start mak-
ing some decisions. The President has come up with this proposal.
We need now to hear from you folks.

Mr. McCRERY. The President’s proposal is just to dump more
money into it.

Mr. MATsul. Well, I hope you come up with something then that
has a little pain. Then we can start talking about that, Mr.
McCrery.

Chairman SHAW. I would suggest that I believe that this Presi-
dent is going to come up with something a little more definitive
than what we have gotten. I look forward to working with him.

Mr. Doggett.

Mr. DOGGETT. Thank you, Mr. Chairman. Thank all of you for
being here.

Ms. Kramer, I wanted to just ask you a couple questions. First,
I think your testimony and the work of 2030 really does dem-
onstrate the fallacy of the myth that young people of your genera-
tion don’t care about seniors and don’t care about Social Security.
The polling data you have certainly demonstrate how wrong this
notion is that young people are too selfish to care about the rest
of society and that everybody ought to just have to fend for them-
selves, instead of a meaningful retirement security program that’s
available to the least in terms of economic capability in our society
to retire with dignity. So, I appreciate your presentation, and
thought you perhaps might want to comment if 2030 and you have
developed any position on the specifics of what President Clinton
has set forth in his State of the Union Address concerning the fu-




21

ture of Social Security and the best approach for addressing the
problems that we face.

Ms. KRAMER. Yes. We have thought about the President’s pro-
posal and have talked since the State of the Union. We are very
happy to see that he did not propose to raise taxes. Nor did he pro-
pose benefit cuts. But he came up with a very fiscally sound pro-
posal to ensure that the great majority of our budget surplus goes
to strengthen the Social Security system.

We like the idea of the USA accounts being totally on top of and
separate from Social Security, so that we can maintain the integ-
rity of the program and encourage savings through different ave-
nues.

Mr. DOGGETT. Thank you. I yield back.

Chairman SHAW. The gentleman from California.

Mr. BECERRA. Thank you, Mr. Chairman. In fact, Mr. Chairman,
let me first thank you for letting me participate since I am not an
official Member of the Subcommittee. I do appreciate that you
allow me to take a few minutes of the time. I won’t take up the
5 minﬁltes because I know we want to move onto the other panel
as well.

Let me thank the witnesses for their testimony; I appreciate
their comments.

If T could ask first Ms. Kramer, because I know that folks at
2030 Center have done a lot of work on this issue. Is it your sense
that the younger generation, the Generation Xers, as they are
called, have this embedded belief that Social Security will not be
there, or is it one of those things that if off the cuff they are asked
the question what’s more likely, the Martians to be on Earth or So-
cial Security to survive, that it’s more a quick reaction? Do you
sense that younger folks really believe that Social Security is not
available or will not be available for them into the future?

Ms. KRAMER. My sense is that younger people in general are los-
ing faith in government, and that it is much broader than just So-
cial Security. So, yes, when you ask them, do they believe more in
UFOs or do they believe that they will get their full Social Security
benefits, they are likely to tell you that it’s more about UFOs.

But like I tried to emphasize in my testimony, it doesn’t mean
that they don’t want Social Security to be there for them. They
think these programs have been very successful, Social Security
and Medicare, and they want them to remain there. They are just
ccf)‘ni:lerned about the whole political process and what can come out
of that.

Mr. BECERRA. If I could ask Mr. Anderson, Sr., a question. Per-
haps Mr. Anderson, Jr., as well can respond. I think one of the
things that Mr. Matsui was beginning to ask you, I'm not sure if
you were able to really get into it too much, was the question of
the current Social Security contributions that are made by employ-
ees that totals 12.4 percent, the contribution by the employee and
equal contribution by the employer.

If you were to take some of that money and use it to construct
these private accounts where individuals can invest privately, you
would have a gap. The 12.4-percent contribution to Social Security
would now be less, whatever percentage you decide it would be. If
a good portion of that—and Mr. Matsui mentioned that a third of
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it—of the Social Security dollars that we expend every year, goes
to things like disabled or survivors of a Social Security recipient
who has expired, how would you make up the difference? If you
knew that the sum to make up the difference were in the trillions,
do you have any suggestions on where we would try to seek the
moneys to either fill the gap, or would we just reduce the benefits
either to surviving spouses and children or to the disabled, or just
cut across the board for recipients of Social Security?

Mr. ANDERSON, SR. First, I don’t propose that we reduce for
those who in fact are in need in those programs that you just men-
tioned. Not at all. But I think that in regard to the dollars that are
provided solely for retirement, not the need dollars. We're talking
about solely for retirement. I believe that there is a better way to
get at that, and where there will be some savings from that. I am
not sure exactly what the numbers are, but currently if we look at
the returns on the money that is being paid into Social Security,
it’s very low.

Mr. BECERRA. Are you supportive of the idea of creating these
private accounts that each individual would have without under-
mining any of the contributions currently made into the Social Se-
curity now, but still allow people to hold these private accounts?

Mr. ANDERSON, SR. Oh, absolutely. Absolutely, because, obvi-
ously, we can get a better return.

Mr. BECERRA. Are you familiar with the proposal the President
came out with, what he is calling his USA, universal savings ac-
count?

Mr. ANDERSON, JR. Yes.

Mr. ANDERSON, SR. Let me say this, though: I mean, obviously,
some might argue that I might have an interest in self-directed ac-
counts, so to speak, versus the government investing the money
themselves. But I think I just find some difficulty in trying to fig-
ure out like what companies would the government invest in? I
have a hard time trying to figure that out.

Mr. BECERRA. Remember, this isn’t the money that the govern-
ment would collectively invest for Social Security. It would be your
own individual account. The universal savings account would be
money you have in your pocket.

Mr. ANDERSON, SR. OK. OK, I'm sorry.

Mr. BECERRA. I promised the Chairman I would not use the en-
tire 5 minutes of my time, so I want to keep to that. So I want to
go ahead and yield back the time.

Mr. ANDERSON, SR. OK.

Mr. BECERRA. But thank you very much, all of you, for your com-
ments.

Chairman SHAW. Thank you.

Ms. Kramer, I wanted to ask you a couple of questions. I have
done some quick math, which may be wrong. I believe you said you
were 24 years old.

Ms. KRAMER. Congressman, can I ask you to speak up? I am deaf
in one ear. I am having a hard time.

Chairman SHAW. I'm sorry. I did some quick math here. I think
if I remember your testimony correctly and my math is correct, by
the time young Richard retires, at that time if the retirement age
were 67, I believe you would be 84 years old. He would be paying
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30 to 45 cents out of every dollar that he made in his final years
of employment simply to maintain the benefits for your generation.
I think all of us up here on the panel, or at least most of us, will
be long gone and forgotten by the time that happens. But we can-
not afford to allow that to happen. If we don’t do something within
the next year or so, the longer we wait, the tougher it is going to
get.

Now in questioning, I think by Mr. Doggett, you answered with
regard to the President’s plan, you mentioned the question of com-
mitment of the surplus and not raising the taxes, but then not de-
creasing any of the benefits. You did not, however, comment on the
question of investment of some of the surplus into the stock mar-
ket, into equities. Do you have an opinion on that?

Ms. KRAMER. Surely. I'm trying to think back to what you said
in the beginning. I think that when you were talking about——

Chairman SHAW. My question is only as to Federal investment
into the stock market. That is my question.

Ms. KRAMER. But you prefaced by saying that when I am 86 and
Richard retires that——

Chairman SHAW. I am not holding you to the math.

Ms. KRAMER. It could be up to 30 percent. I would just like to
say, obviously, we want to find ways to strengthen Social Security
without just increasing taxes.

Chairman SHAW. That is what we all want.

Ms. KRAMER. So the investment of a small part of the trust fund,
finding a way to invest it like a pension, I think that that’s an idea
that is very worth looking into. I think there’s a lot of responsible
models for how to invest a large portion of money like that, like
a pension, have it be very independent from Congress, from deci-
sionmakers, and that that’s a great way to start looking at increas-
ing the revenue without having to simply increase taxes.

Chairman SHAW. Now the reason you would favor that, I sup-
pose, is because there would continue to be Federal guarantees of
the payments, even if the stock market went down and the surplus
should be somewhat decreased because of the fluctuation of the
stock market. Is that correct?

Ms. KRAMER. I wouldn’t say that’s the reason why I support it,
but I do think that there should continue to be guaranteed benefits.
I mean I think that——

Chairman SHAW. I am not committing the Subcommittee and any
of the Members up here, including myself, to any particular pro-
gram. But there has been a great deal of discussion with regard to
individual savings accounts by the wage earner as opposed to direct
investment by the Federal Government. The point has been made
that they wanted to keep the politics out of it. We don’t want to
get into a situation where the Federal Government is giving the
stamp of approval of some stocks and yet not on others. The critics
of the individual investments program, however, are concerned
about the fluctuation of the markets and what happens to some-
body that retires when the markets are low. Those are things that
are genuine considerations.

Would your thought with regard to them be any different if the
Congress were to put into the law particular guarantees as to the
return? So that a downward turn in the market would not nec-
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essarily be prejudicial to the wage earner who happens to reach the
retirement in a down market? Have I made myself clear?

Ms. KRAMER. Yes. I think I have some idea of what proposal you
are referring to. I have seen a proposal that includes ideas like
that.

I think the main concept here is we want to maintain the integ-
rity of the program. Any time you are replacing some of what we
now consider Social Security with these individual accounts that do
rely on the stock market, we are going to have problems. Are we
going to take our whole budget surplus from now until eternity? I
think it sounds like a risky program, and I want to maintain Social
Security.

Chairman SHAW. Well, how do you distinguish that from the
Federal Government investing? Are we smarter than other inves-
tors that would be out there? How do you distinguish that? That’s
what I want to know. As long as you had some guarantee of re-
turns, I am having difficulty seeing why it’s safer for the Federal
Government to invest it than individual retirement accounts, which
are set up with very specific restrictions and guaranteed by the
Federal Government.

Ms. KRAMER. The Federal Government has a lot more money
than an individual investor, right? So if I invest my own money,
and when I retire all of a sudden the stock market is down, it’s just
my loss. But the government has a huge amount of money to in-
vest, where it can weather the ebbs and flows of the market, I
think, much better.

Chairman SHAW. But if these investments were required to be
made into these giant pools, large pools, such as index funds, would
you have any problem with that?

Ms. KRAMER. I would. I don’t want to see the Social Security sys-
tem replaced with a system that relies on the ups and downs of the
market, and puts individuals at risk.

Chairman SHAW. OK. Whether the Federal Government invests
it or whether the individuals invest it, it is still going to have the
ups and downs, and this is something that’s got to be of concern
to those of us charged with drafting the legislation.

Ms. Brown, I was very much impressed with your testimony, par-
ticularly your phrase that you used in the first sentence. That is,
you refer to it as “our” Social Security system, meaning that your
generation, you generally look at a senior that says that. I think
that that is very commendable.

I want to thank this panel.

Mr. CARDIN. Mr. Chairman, could I just make a brief comment?

Chairman SHAW. Oh, Ben, I'm sorry. I'll recognize you. You
weren’t here.

Mr. CARDIN. I wasn’t here. I just came back. Let me thank you.

I just really wanted to make an observation to the panel as a re-
sult of your inquiries. That is, it is very helpful to us to hear from
younger people as to how you view the Social Security system of
the future. I just wanted to applaud our Chairman for starting the
hearings of our Subcommittee with the people who are going to be
most impacted by the changes that we make or how we deal with
Social Security.
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It is interesting that if I have a townhall meeting in my district,
it is mainly seniors who come and listen to Social Security, when
it is the younger generation that is going to be most impacted.

Ms. Kramer, I was very impressed by your observations. It is
clear to me that the best thing that we can do for young people
today is to pay down the debt. Under one of the President’s sugges-
tions, by transferring the surplus into the Social Security Trust
Fund, we are going to be reducing the amount of public debt held
by the private sector. This is the best thing that we can do for
young Mr. Anderson here when he retires, is to have less debt out-
standing.

The second thing, I think this was the point that you were mak-
ing, Mr. Chairman, is that Social Security is supposed to be part
of your income security when you retire. All of you have retirement
options now available through your employment that we did not
have when we entered the work force 30 or 40 years ago. One of
the suggestions that is being made as a friendly suggestion is to
make it easier for individuals to put more away for their retire-
ment. I think that is a win-win situation if we also shore up Social
Security at the same time.

So I don’t think we should be looking at it as a hostile situation,
whether you have to have accounts. It can be in a way that we
strengthen Social Security, strengthen private retirement and re-
duce the debt. Then I think young Mr. Anderson is going to be in
the best possible position when he retires. I think that is how we
are trying to put this together, the President and the framework
that he laid out for Social Security.

Thank you, Mr. Chairman.

Chairman SHAW. Thank you for your contribution.

I want to thank the entire panel for being here. I think that you
have certainly spoken well, and have added quite a bit to the dis-
cussion that will be ongoing for another couple of months for sure.
Thank you very much.

I would like to invite the second panel to the witness table. We
have Dr. J.D. Foster, who is executive director and chief economist
of the Tax Foundation. Dr. Henry Aaron, who is a senior fellow, Ec-
onomics Studies Program at the Brookings Institution, and C. Eu-
gene Steuerle. I hope I am pronouncing that correct, Dr. Steuerle,
who is a senior fellow at the Urban Institute.

Mr. Anderson, you made history today. Congratulations. Thanks
for being with us.

Mr. ANDERSON, JR. Thank you.

Chairman SHAW. Gentlemen, we have each of your written state-
ments, which will be made a part of the record. We would invite
you to summarize as you see fit.

Dr. Foster.

STATEMENT OF J.D. FOSTER, PH.D., EXECUTIVE DIRECTOR
AND CHIEF ECONOMIST, TAX FOUNDATION

Mr. FOSTER. Thank you, Mr. Chairman. I am J.D. Foster, the ex-
ecutive director and chief economist of the Tax Foundation. Mr.
Chairman, I offer the following prediction: Some years from now,
after Social Security reform has been enacted, the kinks have been
worked out, and the American people have come to understand it,
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we are going to have one question on our mind above all others:
What took us so long? Once we understand its consequences for our
children and for America’s workers, we must ask ourselves why it
took us so long to get to this point where we are discussing Social
Security reform.

Even if the system were actuarially sound, reform along the
lines, what I call personalization, would still be the right thing to
do. Of course we are at this point, not because personalization itself
is the right thing to do, but because the trust fund will run dry—
rather soon, actuarially speaking.

Now some will tell you all you have to do is raise taxes. Now
that’s a fine solution. The only trouble is that it punishes today’s
children, tomorrow’s workers. Some will tell you just keep taxes
high and subsidize the system with income taxes. Such a system
will forestall the fiscal calamity, but it keeps taxes high. If that is
the only way to do it, well, so be it. But there is a better way. Let
people keep some of their own payroll taxes. That is the basic
choice we face: big government as Big Brother or individual owner-
?hi;})l,?individual liberty. The question is, where do you put your
aith?

Troubled trust funds is one reason for reform. A second reason
is that Social Security’s pension aspect yields retirees a terrible
rate of return when compared to the returns available in the pri-
vate marketplace. Of course, there are no guarantees these histori-
cal returns will persist into the future, but the historical evidence
is strong enough, the future is bright enough, that the burden of
proof, I believe, should clearly fall on those who believe the returns
will not persist.

Another reason for reform is that the payroll tax has crowded out
the ability of many Americans to save for retirement in any other
way. Let me just give you some numbers. These are intended to be
suggestive. Consider a family, two parents, a child, total wage in-
come of $50,000. That family pays $3,280 in payroll taxes alone.
That’s the individual portion, not the individual and employer. As
detailed in my written testimony, the family’s total tax burden
could well exceed $11,000.

After taxes, then, the family has about $3,200 a month of dispos-
able income. So let’s see how they might allocate these funds.
Housing costs, including utilities, may be $700. A car payment,
$400. At $15-a-day per person, you are talking about $1,350 in food
expenses. Other household expenses like clothes, gas for the car,
toys and books for the child, maybe another $300 a month. Those
total regular expenses, $2,700. Leaving the family with about $500
for other expenses and saving.

The family might like to save this $500, save it for retirement,
pass it onto their children. But first they have to face the big items
that show up every month like car insurance, car repairs, a new
dishwasher, kid’s braces, medical and dental deductibles, Christ-
mas presents, and college expenses. The point is, once the family
gets done paying its taxes and paying its bills, there isn’t a lot of
money left to save.

If you look at the family’s tax cost, the number that has to jump
out at you is the payroll tax, that $3,280. In effect, the forced con-
tributions of the payroll tax are crowding out the private saving
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the family might otherwise achieve. Since Social Security effec-
tively precludes the family from saving adequately on its own, it
must yield a good return, which it does not, and it must be as-
sured, which it is not.

Finally, reform offers America’s workers a bigger piece of our
bright future. Our companies are among the most competitive in
the world. Our institutions are strong. Our economy is a veritable
job machine. This means over the coming years, investors are going
to receive hundreds of billions of dollars in interest, dividends, and
capital gains. Who are these lucky people? They are the savers and
the inheritors. Anyone can get a piece of this action by saving and
investing prudently. But if you don’t save and you don’t inherit a
chunk of capital from Aunt Bessie’s estate, you are left out of the
money.

Unfortunately, America’s workers don’t get much of this new
wealth. Their saving is crowded out by taxes, as I mentioned. With-
out saving, they have no claim on this economic future. Under real
reform, some portion of the current payroll tax would be divided,
directed into personal security accounts, or PSAs, at a bank or bro-
kerage house. Individuals would invest their money in real assets
like corporate bonds and equities.

Giving individuals ownership and control of their retirement in-
come is frightening to some analysts and some individuals. Some
analysts just don’t believe people are smart enough to be entrusted
with their own money. Because many Americans do, in fact, save
little or nothing at all, they are themselves concerned about the
safety of their investments and their ability to invest prudently.

Comprehensive reform would address these concerns. For exam-
ple, PSA owners would be required to diversify their investments,
and could not invest in obviously high risk and speculative invest-
ments. With such safeguards in place, suppose every wage-earner
is investing in the private sector through private security accounts.
What happens? Much of the hundreds of billions of dollars in inter-
est, dividends, and capital gains our economy will produce in the
coming years, that would otherwise go to the wealthy, will go to the
working men and women of America. Low- and middle-income
workers would get a bigger piece of the action because through sav-
ing and investing their payroll taxes, they would own much of cor-
porate America.

In conclusion, Mr. Chairman, I believe we should have aban-
doned the current Social Security structure long ago. It condemns
workers to an abysmally low rate of return on their contributions.
These taxes are so high, particularly the payroll tax, that workers
have little extra income to save and invest more wisely.

As a pension system, Social Security guarantees workers a mini-
mum benefit, and then virtually condemns them to no better. Real
reform would break these bonds. When Social Security is personal-
ized, the American worker will see his wealth grow over time. He
will see manifested in his personal security account balance the ad-
vance of his economic status, and so enjoy the dignity and security
of owning wealth.

Thank you, sir.

[The prepared statement follows:]
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Statement of J.D. Foster, Ph.D., Executive Director and Chief Economist,
Tax Foundation

Mr. Chairman, as an economist I am professionally compelled to make a pre-
diction. And so I offer this prediction with more than the usual amount of con-
fidence:

Five years from now, after Congress enacts and the President signs Social
Security reform, after the kinks have been worked out and the American
people have had a chance to see how it works, the question on everyone’s
mind will be—what took us so long?

We are now finally debating Social Security reform in earnest with the justified
expectation that reform will soon happen. We are at this point because, as is now
widely recognized, the Social Security Trust Fund is predicted to run dry in a time
frame which actuarially speaking is rather soon. The pending exhaustion of the
Trust Fund is both bad news and good news. It is bad news because of its implica-
tions for fiscal policy; it is good news because it forces action.

However, once we look at reform and see its consequences for the soundness and
security of our national pension system and for the future tax burden on America’s
workers, we must truly ask ourselves why it took so long to consider these reforms.
Even if Social Security was sound for as far as the actuaries could calculate, person-
alization would still be the best way to go.

True Social Security reform centers on the idea of individuals investing some por-
tion of their payroll taxes in the private market. For many Americans, this is a
novel idea. For diehard defenders of the status quo, the proposition is anathema.
For millions of people in many countries, it is already working. As is now well
known, Chile personalized its public pension system 18 years ago. Since then, Ar-
gentina, Colombia, Uruguay, Bolivia, Mexico, and El Salvador have followed suit in
Latin America alone.

As John Goodman, President of the National Center for Policy Analysis has point-
ed out, “If the current trend continues, every country south of the border—-with the
possible exception of Cuba—will have privatized their pension programs long before
Congress can agree on how to save our own.”

I think John is too pessimistic. I believe the Congress and the President, working
together, can get this done in the near future. Nevertheless, it is curious that the
leader of the free world, the light on the hill drawing nations to democracy, personal
freedom, and the superiority of private markets, should lag so far behind in turning
Americans’ pensions back to Americans.

REASONS FOR REFORM

The most common reason given for Social Security reform is that the Trust Funds
are projected to run dry some time around the year 2030. In fact, the trouble will
begin much sooner when payroll tax receipts begin to fall short of current benefit
payments. At that time, either taxes will be raised or spending cut to prevent Social
Security from driving the consolidated budget back into the deficit from which we
have just recently escaped.

Of course, there are those who will tell you the Trust Fund won’t be bankrupt.
There are those who will tell you this is not a “crisis” and, indeed, it is a subjective
matter whether to apply that term. There are those who will tell you all you need
do to solve the problem is raise the payroll tax rate 2 or 4 or 6 percentage points
and the problem goes away. They are correct, of course. Similarly, for that matter
all we need do is cut back benefits 20 or 40 percent to match receipts.

While these are surely simple solutions and they would work, the ease with which
they are offered should in no way be confused with the enormous political difficul-
ties and implications that would ensue if we actually tried to follow them. If you
believe that a big increase in the payroll tax would be acceptable, or if you believe
that a big cut in benefits would be acceptable, then there really is no issue. If these
“solutions” are not acceptable, then we should put away simplistic notions and get
serious.

A second reason for reform, and one just as compelling, is that the pension aspect
of Social Security yields retirees a terrible rate of return. Depending on one’s wage
history the estimates I have seen run from a minus 1 percent real return to a plus
2 percent return. When compared to long-term returns that we see in the private
markets of 7 or 8 percent, this is simply unconscionable. Of course, there are no
guarantees that these historical returns will persist into the future. But the histori-
cal evidence is strong enough, and the future bright enough, that the burden of
proof should clearly fall on those who claim they will not.
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I would like to suggest to you two additional reasons why Social Security reform
is imperative. The first is that the Social Security payroll tax has crowded out the
ability of many Americans to save for retirement in any other way. Let me give you
a simple example.

Consider a family, two adults and one child, with total wages and salary income
of $50,000. Suppose the family has no other income. Their payroll taxes will be
about $3,820, not counting the employer’s share. Their federal income tax after the
$400 per child tax credit, and assuming they take the standard deduction, is about
$4,800. In addition, they pay state and local taxes. If they live in Virginia, their
state income tax will be about $1,800. Suppose their other cash taxes—sales, prop-
erty, various government fees—total $500 a year. After taxes, this family has about
$39,040 in disposable income. (Note that these are cash taxes and cash wages. The
employer’s share of the payroll taxes and the family’s share of the corporate tax bur-
den have not been included.)

Total INCOME ....ocvvvievieietiiieieteeteeeee ettt ettt s ss et s s eressesereens | cveereeseseesessesesens $50,000
Payroll Taxes . $ 3,820
Federal INCOmME TAX ....ccoccvevvieiiieeeieeieeie et ees e eeeenes $ 4,820
Virginia INCome TAX .....cocceueeriereriieieresieeseseeesesesseseseesssesessnsnens $ 1,820
Oher TAXES ..veveueireeeeririeieieiseeieeeetesest ettt se et esesene e eseneneas $ 500
TOLAL TAXES ...veuveveeviereeeereeeeeeteeteeeeseeteeseseseeseseseesesesseseeseseseesesseseens | cveereeseseeesensesens $10,960
Disposable INCOME .........c.ccveveerieeuiiriieierieieeereeteseeeteseeeressesneeens | creeresseseeessesenens $39,040

Now let’s see how the family might spend this money, which totals about $3,250
a month, keeping in mind these figures are just suggestive. Housing costs, including
utilities whether renting or owning, might be around $700 monthly. The family is
likely to have a car payment of around $400. At $15.00 per person per day, the fam-
ily’s food budget for the month would be $1,350. Other household expenses, like
clothes, gas for the car, an occasional dinner out with friends, books and toys for
the child, etc. would be at least $300 a month. Thus, total regular monthly expenses
would be about $2,950, leaving the family with about $300 for other expenses and
saving.

MONthly INCOME .....oovevieiieriiiieieiiieieieesteteeest et teessesessssseseses | eeveseessesesessssesens $3,250
Housing Costs $ 700
[OF:1 $ 400
Food ....c.ccoeveueen. $1,350
Other Household $ 300
Total Monthly eXPenses .........ccccceveeeerierieeienieeeeieneeeesiesieseenieses | eereesieseeneeneeneens $2,750
Remaining Monthly INCOME ......cccocveveiriireeiririeiisieieesieieeesieees | cevereesieseeisnsenens $ 500

The family might like to save this amount. But first it must deal with the extraor-
dinary items that seem to come up from time to time and yet every month, such
as car insurance, life insurance, car repairs, the child’s braces, medical deductibles
and co-payments, dental deductibles and co-payments, Christmas presents, and col-
lege expenses. In short, once the family pays its taxes and its regular bills, there
is little left for saving.

Looking at all the tax costs the family faces, clearly the largest is the federal in-
come tax burden at $4,820. The second largest are the payroll taxes. The payroll
taxes are particularly important because most of them are supposed to be funding
the parents’ retirement income through Social Security. In effect, the forced con-
tributions of the payroll tax are crowding out the private saving the family might
otherwise achieve. Since Social Security effectively precludes the family from saving
adequately on its own, it is imperative that Social Security yield a good return,
which it does not, and that it be assured, which it currently is not.

Possibly the most important reason for reforming Social Security is to ensure that
America’s workers get a bigger piece of America’s bright future. While we have our
problems, America’s future is undeniably bright. Our companies are among the most
competitive in the world. Our institutions are strong. Our economy is a veritable
job machine that appears able to adjust to changes in world economic conditions
fairly easily.
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All these good omens mean that over the next 10, 20, 30, 40 years shareholders
and bondholders will receive hundreds of billions of dollars in dividends, interest,
and capital gains. Who are these lucky people? They are the people who have
wealth—people who save or who have inherited the savings of their parents and
grandparents. The wonderful thing is that anyone can get a piece of this action by
saving and investing prudently. Unfortunately, if you don’t save and you don’t in-
herit a chunk of capital from Aunt Bessie’s estate, you're left out of the money. In
short, the wealthy will get this wealth. The old saw 1s true—it takes money to make
money.

President Clinton recognized this when he stated in support of his Universal Sav-
ings Accounts, which would be in addition to Social Security reform, “I want every
American to have a savings account and have a part of this country’s wealth.”

Unfortunately, as things now stand, America’s workers are unlikely to reap much
of this new wealth. There are two reasons for this. The first is that they cannot save
a great deal on their own because their saving potential is largely crowded out by
taxes, particularly Social Security taxes as described above. Without saving, they
have no financial claim on this future wealth. The second reason is that their Social
Security contributions are not invested in the private sector, and so their Social Se-
curity contributions have no claim on this future wealth, either.

Today’s payroll tax receipts cover current benefits and the excess pays for other
government spending or to buy back government debt. None of the payroll tax re-
ceipts collected today are invested in real assets to pay future benefits. Under real
Social Security reform, initially two or three percentage points of the current 12.6
percent payroll tax would be directed into an account at a regulated financial serv-
ice company such as a bank or brokerage house. These accounts are sometimes
called “Personal Security Accounts,” PSA’s. Individuals would invest their PSA
money in real assets like corporate equities, corporate bonds, government bonds,
and money-market instruments. In effect, workers’ payroll tax “contributions” would
build a real pension as opposed to contributing to other government spending prior-
ities.

By way of background, let me review just a few numbers, starting with $787 bil-
lion and $2.6 trillion. The Congressional Budget Office projects a total surplus over
the next ten years of $2.6 trillion. Of that, $787 billion is in non-Social Security ac-
counts, $1.8 trillion is in Social Security receipts. In other words, on average over
the ten-year period, the federal government will receive $180 billion in payroll taxes
a year over what is needed to pay benefits. Average employment over their period
will be about 150 million persons. If the entire Social Security surplus is returned
to the worker to invest in his or her PSA, the average worker would invest about
$1,200 a year, of about $100 a month. Over a thirty-year working life, that would
provide total savings of over $117,000 at an average return of 8 percent assuming
a 2 percent annual administration cost. At a withdrawal rate of $20,000, this mod-
est PSA alone would fund almost 6 years of retirement income.

Average Excess Social Security Receipts ......ccccoovievieniniinininiienecescceceen $180 Billion
Average Workforce ...........cccveevereeenns 150 Million
Annual PSA Investment .................. $1,200
Total PSA Value at Retirement @8% ...........cc.ccevveeueeeiueeceeecieeeieeeee e $141,000
Number of Years of Retirement Funded @ $20,000/year Annual Withdrawal ...... 10

Giving individuals ownership and control of more of their retirement income is
frightening to some. Because many Americans save little or nothing at all, they are
unaccustomed to the process of investing and so they are concerned about the safety
of their investments and their own ability to invest prudently. Even workers who
save through employer-provided pensions rely on the pension managers to make the
relevant decisions.

Comprehensive Social Security reform would include a long list of safeguards to
address these concerns. For example, PSA owners could not make premature with-
drawals from their accounts. PSA owners would be required to diversify their in-
vestments. They would not be permitted, for example, to make investments in obvi-
ously high-risk and speculative instruments like derivatives and options, nor could
they invest most of their PSA funds in any one company or industry. And the finan-
cial institutions that maintain the PSA accounts would be subject to strict regula-
tion, similar to those on deposit taking banks today. The government may even set
up a special agency to invest PSA savings held in individual accounts solely in gov-
ernment bonds for individuals who so desire.

For those concerned about the level of retirement benefits both current and prom-
ised, I suspect reform would leave the existing benefit structure unchanged. In ef-
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fect, reform would change the source of the benefit from taxes on workers to real
assets controlled by the retiree, but it would not change the level of benefits.

With these safeguards in place, suppose everyone with wage and salary income
is saving and investing in the private sector through Private Security Accounts.
What happens? Much of the hundreds of billions of dollars in interest, dividends,
and capital gains that would otherwise have gone to the wealthy would now go to
the working men and women of America. Social Security reform would transfer
some of the bounty of America’s future from the wealthy to workers. Low- and
middle-income workers would get a bigger piece of the action, a bigger piece of
America’s bright future. But this would not happen through confiscation of wealth
and income through high tax rates. It would happen because, through saving and
investing their payroll taxes, working Americans would own more of America and
would have a legitimate claim on the economic gains in America’s future.

We should have abandoned the current Social Security structure long ago. The
current system condemns payroll taxpayers to an abysmally low rate of return on
their investment, generally far below that paid even by Treasury bonds. And, be-
cause the payroll tax is so high, particularly when added to federal and state income
taxes, workers have little extra income to save and invest more wisely.

As a pension system Social Security guarantees workers a minimum benefit, and
then virtually condemns them to doing no better. Real reform would break this
cycle. And the more fully reform returns payroll taxes to the workers to invest on
their own behalf, the more completely the cycle would be broken. When Social Secu-
rity is personalized, the American worker will see his wealth grow over time. He
will see manifested in his own Personal Security Account the advance of his eco-
nomic status and the dignity and security of owning wealth.

Chairman SHAW. Dr. Aaron.

STATEMENT OF HENRY J. AARON, SENIOR FELLOW,
BROOKINGS INSTITUTION

Mr. AARON. Thank you very much. Let me begin by saying I
think there is an important lesson to be learned from the testimony
of Richard Anderson, Jr., and Sr.; it is very important to start early
in educating children on the importance of saving and investing.
Wait until you are 40 years old to start saving, and it’s really too
late to be able to build an adequate nest egg by retirement without
saving a larger fraction of your income than most mortal human
beings are going to do.

But I think there is another lesson in his example. I was re-
minded of the 6-year-old and 7-year-old musical prodigies who daz-
zle us with their skills. It would be nice if we could infer from such
performances that all 6- and 7- or even 26- and 27-year-olds could
be similarly skilled and able at their craft. We recognize that prodi-
gies are unusual. We pay money to hear them perform, but we
don’t dream that everybody can emulate them.

In fact, fully one-third of people age 52 to 65 have not even
thought about retirement planning, according to the most recently
available survey evidence—one-third of people on the eve of retire-
ment. There may be a day in the future when people will be as
1skilled as Richard Anderson is. That is not the world that we yet
ive in.

Mr. Shaw, you stated in your opening remarks a very important
truth. With the increasing numbers of retirees, the cost of support-
ing them is going to increase. I want to make two additional state-
ments about that. The first is that privatizing Social Security does
exactly nothing whatsoever to reduce those costs. The only way to
get ready for those costs or to reduce them, aside from cutting the
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living standards that the elderly and the disabled will enjoy in the
future, is to encourage economic growth. The only way Social Secu-
rity can do that is to boost the national saving rate. Regrettably,
the most recent statistics indicate household saving is currently
zZero.

It is against that background I think that the debate we are now
seeing begin should be viewed. We face a once-in-a-generation op-
portunity to shape economic policy. The advent of budget surpluses
that nobody, absolutely nobody, anticipated 2 years ago gives us
that opportunity. I say in my statement that credit for those sur-
pluses should be widely shared between Members of both parties
in Congress and the last two presidents, Bush and Clinton. This is
not a matter for partisan bragging.

We also should recognize we have been extraordinarily lucky.
The booming economy has performed better than anyone expected,
and the stock market certainly does seem exuberant, if not overly
so.

Now listening to the State of the Union Address, it would have
been easy to miss what I think is the core truth about it. The
President presented a rather abstemious program to the American
public. You have to be a bit of a budgetary detective because the
rhetoric sounded like it was a Christmas tree, with something for
almost everybody under the sun. But the fact of the matter is, that
the President was saying that he thought it was inadvisable to
have large tax cuts or large expenditure increases, and that the
great bulk of projected surpluses should be saved. I think the goal
of increasing national saving is one that most Members of Congress
on both sides of the aisle would share.

He proposed to do that in three different ways, by allocating a
portion of the surplus to Social Security, a portion to Medicare, and
a portion to the newly created USA accounts. I believe all three ele-
ments of the program deserve your support and would help signifi-
cantly with boosting national saving, thereby facilitating added in-
vestment and economic growth, and preparing us for those costs of
supporting the baby boomers to which you drew attention, Mr.
Shaw, and which I believe are inescapable, to support an increas-
ing number of elderly in the population.

I think it is important that we understand the critical and stark
choice we face. The President has called for what I will call a save-
the-surplus approach. And there are many in both parties who are
proposing what I would call the cut-taxes-and-or-boost-government-
spending approach to handling that surplus. As far as national
choices on economic issues are concerned, it just doesn’t get more
fundamental than that. I hope that Members of Congress and the
administration can come to an agreement this year. If they do not,
I believe that we have a prelude of what the year 2000 Presidential
campaign is going to be fought around.

Thank you very much.

[The prepared statement follows:]
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Statement of Henry J. Aaron,! Senior Fellow, Brookings Institution

The President’s State of the Union Address summons the American people to a
debate of enormous national significance. That address does something that State
of the Union addresses do all to rarely—i¢ poses a once-in-a-generation choice for the
nation on what should be done with the surprising and quite extraordinary budg-
etary windfall generated by America’s booming economy and stock market.

Let me be clear that I think credit for the achievement of these surpluses should
be broadly shared. President Bush did a major part with the deficit reduction pro-
gram of 1990, as did the Democratic Congress that enacted that program. President
Clinton made a major contribution with his deficit reduction program of 1993. And
the Republican majority in Congress deserves a large share of the credit for pushing
a larger and more aggressive program of deficit reduction in 1995 than the adminis-
tration initially endorsed. These efforts would have fallen short, however, had not
revenues gushed forth as the American economy turned in a performance that vir-
tually no economist, certainly none in OMB or CBO, anticipated. The achievement
of unemployment rates consistently below 5 percent was a dream few dared to en-
tertain, and the stock market now surely deserves to be described as exuberant,
el\;en if some may still feel it is not overly so. So, there is credit enough for all to
share.

We are so numbed by large numbers that the significance of prospective surpluses
of $4.8 trillion during the next fifteen years is hard to appreciate. Under current
policy, debt in the hands of the public will fall by more than three-quarters meas-
ured as a share of GDP over the next decade. The prospect of huge surpluses for
a nation whose public sector has been hemorrhaging red ink for the last quarter
century is quite intoxicating. To be sure, a run of really bad economic fortune could
end these hopes. But prospects are so good that a recession of less-than-major pro-
portions is unlikely entirely to erase these surpluses.

Viewers of President Clinton’s State of the Union Address may not have noticed
that he presented a rather abstemious program. One has to be a bit of a budgetary
detective to discover this fact, because the president seemed to portray a Christmas
tree of goodies for every conceivable group. In fact, he called on the nation to save
most of the budget surpluses that loom in our nation’s economic future.

Virtually every elected official—Republican and Democratic—agrees that the
United States should save more than it now does. And they also understand that
federal budget surpluses add to national saving. Surpluses enable the federal gov-
ernment to buy back bonds held by the public. Those purchases, in turn, release
funds for investment in buildings, equipment, and inventories. And more investment
means increased economic growth.

Unfortunately, everyone also agrees that budget surpluses produce Congressional
fiscal incontinence. Republicans, and not a few Democrats, ache to cut taxes. Demo-
crats, and not a few Republicans, have lengthy lists of government spending pro-
grams they would like to fatten up. While Republican and Democratic tax cuts tend
to flow into different pockets and Republican and Democratic spending priorities
tend to favor different groups, the prospect of large budget surpluses has a remark-
able capacity to produce coalitions large enough to both cut tax cuts and boost
spending. The result, most observers fear, is that budget surpluses would evaporate
and national saving would remain depressed.

The remarkable feature of the program President Clinton announced in his 1999
State of the Union Address is that it would simultaneously increase national saving,
raise economic growth, and improve the financial condition of the two largest and
most popular government programs, Social Security and Medicare. Here is how.

The largest component is the transfer of bonds to Social Security and Medicare,
the two largest and most popular domestic programs of the federal government.
This transfer would total about $3.5 billion over the next fifteen years, an amount
equal to more than three-quarters of the projected unified budget surpluses.2 Part
of these transfers is a straight budgetary operation. But an additional part can be
understood only as a debt transaction. The unfunded liabilities of Social Security
and Medicare arose because early beneficiaries under both programs received bene-
fits far larger than the taxes paid on their behalf could justify. Taxes levied on later
workers went to support these benefits and are therefore not in the Trust Funds
to support current and future benefit obligations. Unless Congress decides to walk
away from those obligations—and I have not heard any member of Congress or of

1Senior Fellow, The Brookings Institution. The views expressed here do not necessarily rep-
resent those of the staff, officers, or trustees of The Brookings Institution.

2Some critics of the President’s plan allege that he has engaged in double counting. I believe
that this charge is bogus for reasons explained in Appendix 1 to this testimony.
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the Administration propose to do so—someone must meet this unfunded liability.
Under current law, the cost of paying those benefits would fall on the payroll tax
(if benefits are maintained) or on future benefits (if payroll taxes are not increased).

The president proposes to deposit government bonds to defray part of this un-
funded liability, thereby putting a call on future general revenues—personal and
corporation income taxes—to pay for this unfunded liability. In short, his plan
would distribute the cost of paying this unfunded liability more progressively than
would current law. One may agree with this shift or oppose it. But the key point,
is that the cost of paying off the unfunded liability is inescapable. The question is
not whether we pay it, but who pays it.

The president’s plan would take us about half way to closing the projected long-
term deficit in Social Security and would extend the financial viability of Medicare
hospital benefits for several years. Although benefits under neither Social Security
nor Medicare are particularly generous, revenues and accumulated reserves are
smaller than promised benefits.3 The transfer of bonds now to Social Security and
Medicare would offset about half of the resulting gap. A modest menu of additional
steps could close the rest of the gap.

Under the president’s plan, about $500 billion would go to help create new USA
savings accounts for American workers and to match individual contributions to
these accounts. USA accounts could be of particular value to low and moderate wage
workers most of whom now save almost nothing voluntarily. In addition to providing
a nest egg for retirement, such accounts could support the purchase of a first home,
help pay for the college education of children, defray the costs of a major illness,
or underwrite the start of a small business.

The common characteristic of all three of these measures is that they would not
support current consumption. Instead, they entail saving, which will support invest-
ment today and consumption in the future.

The president’s program also would allocate an amount equal to approximately 12
percent of projected budget surpluses for tax cuts or for increases in so-called “dis-
cretionary” spending of the federal government, including national defense and do-
mestic activities. Only this piece of the program would boost current individual or
collective consumption.

The contrast between the president’s program and that of the “cut taxes or boost
government spending” advocates could not be more stark. Poised at the portal of a
new millennium, the United States government has at its disposal resources of al-
most unimaginable size beyond those it expected to have available. Should the na-
tion spend those resources now or save them? If it saves them, should it do so in
a way that will boost national production for ourselves and our children and helps
support basic pensions and health care for decades? These questions are fundamen-
tal and large. It is hard to imagine questions better suited to resolution by the elec-
torate of a mature democracy. If not settled this year, they well merit center stage
in the year 2000 presidential election.

Appendix 1
The Phony Issue of Double-Counting 4

The president’s budget proposal announced in his State of the Union Address has
provoked a good deal of confusion about how the numbers fit together. Some people
are criticizing the plan for allegedly “double counting” the Social Security surpluses.
The purpose of this note is to explain how the president’s proposal would work from
an accounting perspective. The message is simple: the double-counting issue is
bogus. The president’s address outlined a bold plan that stands in striking contrast
to alternative proposals that would use projected budget surpluses to justify large
tax cuts or spending increases. Faced with a once-in-a-generation choice about how
to spend large and unanticipated surpluses, the nation should confront the big issue
“save the surplus or spend it” and not get mired in accounting pettifoggery.

My explanation is built around four tables. The first lays out the president’s pro-
gram in the terms he presented it. The second shows how some can treat it as dou-
ble counting. The third shows the effect of the president’s plan on debt obligations
and debt holdings from various perspectives. The fourth recasts the president’s plan

3Many people allege that the Social Security Trust Funds are not real assets because they
have been invested in government bonds. This position rests on fundamental confusions, as ex-
plained in Appendix 2 to this testimony

4 Forthcoming in Tax Notes
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in terms of the unified budget with an important change in budget rules and shows
that the charge of double counting is based on confusion.

INITIAL SITUATION

Because I do not have access to the specific numbers in the budget forecast, I il-
lustrate the accounting for the proposal with a hypothetical initial situation. I as-
sume that the budget faces a projected unified budget surplus of 150, consisting of
a surplus in Social Security of 100, and a surplus in other operations of government
(“on-budget”) of 50.

Initial Balance

S0CIAL SECUTTEY .vevvenvitieiieieeieete ettt ettt ettt st et e st bt et e b i + 100
On-budget .......cceen.e. + 50
Unified Bud@et ......cooveviiiiiiiiieieeeee e + 150

THE PRESIDENT’S PLAN

To keep the numbers whole, I assume that the president proposes to allocate 90
to Social Security, 22 to Medicare, and 38 to other purposes (including tax cuts,
USA accounts, defense, and non-defense discretionary programs). These amounts
happen to be equal to 60 percent of the unified budget surplus for Social Security,
approximately 15 percent for Medicare, and approximately 25 percent for other pur-
poses. These numbers correspond approximately to the proportions the president
presented in his State of the Union address. As with the president’s proposal, how-
ever, the appropriations for these purposes would be stated as hard numbers, not
as fractions of the projected unified budget surplus.

Table 1 shows the budget accounting for these transactions. Note that the term
“unified budget” does not appear in table 1. I have omitted it because I believe that
the budget initiative of the president implicitly adopts a budget framework, used by
some but not all Republicans in 1998 to motivate tax cuts, but the president em-
ploys that framework to motivate a quite different policy. In 1998, CBO projections
indicated that the unified budget would be in surplus over the succeeding decade,
but that virtually all of that surplus would be accounted for by Social Security sur-
pluses. That is, the cumulative “on budget” surplus over the succeeding decade was
essentially zero. Nonetheless, the Republicans claimed that projected “surpluses”
justified a tax cut.

Table 1-1: The president’s plan

On-budget surplus .......ccceceevereevienenne 50 | Allocation to Social Security (set at
Social Security surplus .........ccccecenuenne 100 60 percent of Balance). 90
Allocation to Medicare (set at 15 per-
cent of Balance). 22

Available for other uses (tax cuts,
USA  accounts, defense, non-
defense discretionary. 38

Balance available for various uses ..... 150 | Total uses of funds .......ccoecveeeriererennnne 150

The president seems to be saying: “OK. If you want to treat the unified budget
surplus as up for grabs, so will I. But I shall allocate it for my purposes, not yours.”
One should keep in mind also that the president, as well as many Republicans, have
made much of their success in “balancing the budget.” But this claim makes sense
only if “the budget” refers to the unified budget, as the “on-budget” accounts—that
is, the unified budget less Social Security—remain in deficit. To treat only projected
“on-budget” surpluses as available for saving Social Security or any other purpose
would mean admitting that these “on-budget” surpluses have not yet been realized.

RECONCILIATION

This approach has led to the charge by some budget analysts that the president
is double counting the Social Security Surplus. Table 2, “reconciliation” table, indi-
cates how one might reach this conclusion. The Social Security surplus of 100 ap-
pears twice: once by itself and once as part of the unified budget surplus. The presi-
dent could well respond that it was the Republicans who began this approach by
claiming that Social Security surpluses justified tax cuts, even when the “on-budget”
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accounts were projected in 1998 to have no surpluses until 2005. As indicated below,
however, there is a more fundamental answer.

Table 1-2: Reconciliation

Sources Uses
Unified budget surplus ........cccecveeueee 150 | Additions to Social Security reserves 190
Social Security surplus .........ccccecenuene 100 | Additions to Medicare reserves .......... 22
Available for other uses . 38
Total .oveeeeeieiieeeeeeeee e 250 | Total ..oceeeeeieieeiieieeeeee e 250

DEBT TRANSACTIONS

Table 3 shows the changes in debt and asset holdings arising from the president’s
proposal. It reveals that debt in the hands of the public falls by the amount of the
unified budget surplus less uses of funds for purposes other than adding to Social
Security and Medicare reserves, while debt obligations of the Treasury (which are
subject to the debt limit) actually increase.

Table 1-3: Debt Reconciliation under President’s Plan

Government
]i)nu;shgf}é?ols—- Trust Funds D'Igt?%sl;ll]‘ry

e iga-
ernment Debt Social Secu- Medicare Re- | tions (subject
rity Reserves serves to debt limit)

Initial Social Security Surplus (100) ..... — 100 + 100
Transfer to Medicare (22) ......ccccecevevvee | evvienenieeinies | v + 22 + 22
Transfer to Social Security (90) . + 90 | s + 90

On-budget surplus (50, less 38) . . - 12
Total ..ooveeeeieieeeee e + 190 + 22 +100

This increase in debt owed by the Treasury does not correspond to an actual
growth of government debt, if one takes benefit commitments under Medicare (part
A) and Social Security as given. From this perspective, the federal government has
a “shadow” debt, in addition to the official debt, equal to the difference between a)
the present value of promised Medicare (part A) and Social Security benefits and
b) the present value of payroll taxes expected at current rates. President Clinton’s
proposal replaces a part of this implicit debt with explicit government debt depos-
ited with the Trust Funds of these two programs. The president’s plan reduces the
projected long-term deficit in these two programs. If the president had wished, he
could have proposed closing the deficit in these two programs entirely by depositing
newly created Treasury obligations in the Trust Funds—that is, he could have re-
placed implicit debt entirely with explicit debt. Instead, he declared that additional
steps are necessary—presumably benefit cuts or tax increases—are necessary to
close the projected long-term deficit entirely and invited members of Congress to
join him in fashioning such changes.

A MODIFIED UNIFIED BUDGET FRAMEWORK

To see why the charge of double-counting is bogus, one need only translate the
president’s program into the traditional framework of the unified budget.

Under the modified unified budget rules, the transfers of bonds from the Treasury
to Medicare and Social Security would count as “on-budget” outlays but not as in-
come to either program (hence the deposits are put in parentheses in Table 4).
These transfers, along with the increase in discretionary spending, fully exhaust the
budget surplus. This change in rules is essential for achievement of the president’s
stated purpose of reserving the surplus to increase national saving. Under the old
rules, the receipts to the Medicare and Social Security Trust Funds would count as
receipts, leaving a unified budget surplus of 112. This sum would be available for
tax cuts or increased spending, both of which would boost national consumption, not
saving. And if taxes were cut or spending increased by this amount, the federal gov-
ernment would not repurchase any debt from the public. But it is these repurchases
that free resources for investment.
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Table 1-4: A Unified Budget Accounting of the President’s Program

“On-budget” Accounts — initial SItUALION ......cceevveviieierierieieieeeeeeeeee + 50
New discretionary Spending ...........cccceeeeeeeeriieenveniueeneensseeseessneens - 38
Transfers to....
S0cial SECUTILY ...eeververeieieriieieieet ettt - 90
Medicare .......ccccceieiiviiiiiiiii - 22
Medicare — transfers from Treasury .......c..ccccccevenenvenenenveninee | evveevienennes (+22)
Subtotal — On-budget ............c.c........ . - 100
Social Security — initial situation . + 100
Transfer from Treasury ...... o | e (+90)
Subtotal — Social Security .................. . + 100
Grand total — Unified Budget .......cccoocvvvevenviienciiniiennenns +0

Casting the President’s program in terms of a modified unified budget does not
in any way change the substance of the program. Afficionados of traditional unified
budget accounting may wish that the president had presented his program in that
form. To have done so would have defeated the objectives of the program. The modi-
fied unified budget framework preserves the substance of the program. The key
point is that one should not allow the form of the presentation to divert one from
the substance of the program, which is where debate should focus. Confronted with
truly enormous projected surpluses, unprecedented since the indexation of the per-
sonal income tax, should the nation cut taxes or boost spending, two ways of in-
creasing current consumption? Or should the nation save these surpluses to help re-
duce the deficits of the two largest and most popular programs of the federal gov-
ernment, Social Security and Medicare? This choice is a big issue that should be
settled by the electorate in a mature democracy. Legitimate disagreements are pos-
sible on the future role of social insurance and on the importance of boosting na-
tional saving and economic growth relative to supporting current consumption, pri-
vate and public. But the nation should confront these issues, not spend its time on
a petty and misplaced concern about double-counting.

Appendix 2

Are the Social Security Trust Funds “Meaningless”?

To see why the assertion that the Trust Fund is meaningless is false, it will be
helpful to look at the actual expenditures, revenues, and net asset position of Social
Security and the rest of the federal government for fiscal year 1999, as projected
by CBO in August 1998. These are shown in the upper half of table 1. The bottom
of half of table 1 presents business and pension operations of a hypothetical corpora-
tion. The numerical values of this corporation’s operations happen to be the same
as those for Social Security, but the report is silent on whether the company is re-
porting in dollars, cents, or some other unit of currency.

Table 2—1: Operations of Social Security and a Hypothetical Corporation
billions of dollars

Cumulative
Outlays Revenues Difference Bgﬁ?&gi‘f’
Debt (-)]
Social Security
Other Operations .............. 1,396 1,359 —-37 —4,508
Social Security .... . 325 442 +117 +853
Total 1,721 1,801 +80 —3,655
Private Corporation
Corporate activities .......... 1,396 1,359 -37 —4,508
Pension .....ccccceevveciinennenne. 325 442 +117 D +853
Total ..c.ccooveveriens 1,721 1,801 +80 —3655

In both cases, it surely seems that a pension fund exists, with a value of 853. Are
there circumstances under which one could say that this appearance is misleading?
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First, one might say: “well, if the pension fund holds only company bonds, it does
not have a secure reserve.” With respect to a private corporation, that statement
would be true, as corporations can fail. With respect to the United States govern-
ment, that statement is false. The United States government cannot fail. The Social
Security Fund reserves are rock solid.

Second, one might note that the Social Security trust fund can sell bonds only to
the Treasury and that such sales require tax increases, spending cuts, or added bor-
rowing from the public by the Treasury. That situation arises simply because the
Social Security Trust Funds are prohibited from selling bonds to the public. It would
be equally true if the Trust Fund held corporate bonds or common stocks. It would
be equally true of a private company if its pension plan could sell assets only to
the parent company. In that event, the corporation would have to raise revenues,
cut expenses, or increase borrowing whenever the pension fund liquidated assets.
The similar effect of Trust Fund bond sales on the U.S. Treasury has nothing to
do with the fact that the Trust Funds hold only government bonds. If the Trust
Funds could sell government bonds, corporate bonds, or common stocks on the open
market, no such responses by the Treasury would result.

Third, while the Trust Funds have succeeded in adding to Social Security re-
serves, they may have failed in adding to national saving, if they caused govern-
ment to run larger deficits or smaller surpluses on the rest of it activities. In short,
unwise fiscal policy outside Social Security may have prevented the accumulation
of Social Security reserves from increasing national saving.® If this unfortunate
event occurred, however, the reason is not that Social Security reserves were in-
vested in government bonds, but because of imprudent fiscal policy on activities of
government other than Social Security. The reform in budget accounting and in
Coilgressional budget rules that I described above would go some way to reduce this
risk.

In summary: Social Security holds real reserves that can be sold to meet benefit
obligations. Its income could be higher if it were free to invest as other pension fidu-
ciaries are expected to invest. And it is illogical to deny the reality of those assets
because fiscal policy outside Social Security was mismanaged for most of the last
twenty years.

Chairman SHAW. Dr. Steuerle, and I hope I am pronouncing your
name correctly.

STATEMENT OF C. EUGENE STEUERLE, SENIOR FELLOW,
URBAN INSTITUTE

Mr. STEUERLE. That is correct, Chairman Shaw. In the question-
and-answer session for the last set of speakers, several questions
came up with respect to details of reform. Let me indicate that I
would be most happy to work with this Subcommittee, as I have
in the past on details of reform. I was original organizer and coor-
dinator of the Treasury’s tax-reform effort in 1984, which led to the
Tax Reform Act of 1986. More recently I worked with the National
Commission on Retirement Policy, which was a bipartisan commis-
sion, chaired by Representatives Kolbe and Stenholm as well as
Senators Breaux and Gregg, to design a reform package. I was in-
strumental in that package in pushing for a minimum benefit that
would help the poor elderly even more than they are helped under
the current law, but also in addressing the issue of the extraor-
dinary number of years of retirement support that it provided.

I also supported increasing the retirement age. I have also sug-
gested in the past the idea of a match plan, not too dissimilar from

5 A similar risk exists with individual accounts or any other form of mandatory private saving.
Individuals are free to reduce other forms of saving or to incur additional debt—for example,
by running up credit card balances or failing to pay off home mortgages. This problem is greater
with individual accounts than with Social Security because the form of individual accounts so
closely resembles other private saving.
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what the President has proposed, although I am interested in view-
ing Social Security taxes as one way of paying for that match. So
I would be most happy to work with the Subcommittee on different
ways of trying to reach some bipartisan consensus.

Now if I were to put that in perspective, I must first address the
issues that we were asked to testify on today, and that is why I
care so much about the Social Security reform in terms of its im-
pact upon today’s children.

As a member of the baby boom generation—the leading edge—
I grew up with individuals who, whether conservative or liberal,
considered themselves idealists when it came to the role of Federal
Government. Today that cohort has come to full power, whether in
business or in Congress or as members of the labor force. It is
somewhat ironic, I find, that the legacy that baby boomers would
now bequeath is one where almost the sole purpose of the Federal
Government would be to care for their consumption needs in retire-
ment. I do not believe that this legacy is intended, yet it would
come about in the current law, under the President’s proposals,
and under many of the Republican and Democratic budget alter-
natives now being considered by Congress. It is largely the con-
sequence of laws written decades ago that are determining almost
all the spending priorities of future generations as well as of this
Congress.

Let me use a few examples to convey the types of changes that
are under way. Using today’s prices, an average-income couple re-
tiring on Social Security received about $100,000 in lifetime Social
Security benefits about 1960. A typical couple retiring today would
receive about $500,000 in Social Security and Medicare benefits,
about equal amounts of each, if they were to head to an insurance
company and ask to buy that package today. Whereas when the
baby boomers retire, that package approaches $750,000. And, yes,
under current law the package would exceed $1 million in constant
dollars in terms of the benefits promised as we move out into the
future.

As another example, out of every dollar in cash wages, the gov-
ernment already requires workers to pay about 15 cents in Social
Security taxes plus several cents in other taxes to support elderly
and disability programs alone. In the future, that rate of tax could
as much as double. Now one reason for these rising costs, and I
emphasize rising costs, is that Social Security and Medicare dictate
that successive generations should receive higher levels of real ben-
efits than all previous generations.

Another reason is that people are living longer and spending
more years in retirement, almost a decade more than when Social
Security first began paying benefits. Today individuals claim an en-
titlement to retire on Social Security for about one-third of their
adult lives. Within a few decades, close to one-third of the adult
population would be receiving Social Security benefits. Add to that
the numbers of people on other assistance programs and you have
a substantial, almost a majority of the population, that would be
largely dependent upon government and upon the taxes of the chil-
dren to support them. Of course our children would need to support
their own families as well.
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Now the basic sources of these budgetary problems that I empha-
size is a very high real growth rate built into programs. It is not
the level of benefits that are currently being paid. It is the growth
rate in these programs. Never before in our history have so many
commitments and so much growth been scheduled in our laws lit-
erally for an eternity. Our laws now assert to our children that we
know better today how to spend all of the revenues they have 10,
50, 100, even 200 years from today. Imagine, by the way, if at the
time the Constitution was ratified that our Founding Fathers had
put into the law provisions and promises on how to spend the reve-
nues the government would collect today. When the Nation has
dramatically increased its financial obligations in the past—
through wars, the Louisiana Purchase, assistance to workers and
the unemployed in the Depression—if you think about it, the ac-
companying budgetary commitments were always temporary in na-
ture no matter how large their initial impact. It is the permanence
of these new obligations that is so different and so inappropriate.

There are those who would argue that the automatic growth in
programs doesn’t matter. The plea is made that while we establish
them we can get rid of them. What is wrong with making promises
that might not be met, promises upon which the Congress would
have to renege. Well, one problem is that of flexibility. New needs
which must be funded out of new legislation are put at a dramatic
disadvantage relative to old needs already prefunded out of old leg-
islation.

In summary, we have only begun our journey toward a domestic
policy in which our children are allowed some choice as to what
their government will do to meet their needs and those of their
children. Getting our budget into surplus after years of large defi-
cits has been a positive development. However, obliging the chil-
dren of today to pay almost all their future Federal taxes as trans-
fers to support the consumption of their parents is a recipe neither
for citizen-led government nor for economic growth.

Thank you.

[The prepared statement follows:]

Statement of C. Eugene Steuerle, Senior Fellow, Urban Institute

Mr. Chairman and Members of the Subcommittee:

As a member of the baby boom generation, I grew up with individuals who,
whether conservative or liberal, considered themselves idealists when it came to the
role of the federal government. They might have disagreed over optimal size of gov-
ernment or degree of taxation, but they did believe that government should serve
its citizens well and should promote civil rights, defend against totalitarianism, and
provide opportunity, especially to the poor. Today this cohort has come into full
power as members of the labor force, of business, and of Congress itself. It is ironic
that the legacy that baby boomers would now bequeath is one where almost the sole
purpose of the federal government would be to care for their consumption needs in
retirement.

I do not believe this legacy was intended. Yet it would come about under current
law, under the President’s proposals, and under many of the Republican and Demo-
cratic budget alternatives now being considered in Congress. It is largely the con-
sequence of laws written decades ago that are determining almost all the spending
priorities of future generations. The greatest difficulty with today’s budget policy is
not whether either the surplus or revenues are too large or too small, but that the
law itself would deny to posterity both the right and the privilege to decide for itself
the priorities and needs facing the nation.

Let me use a few examples to convey the changes that are underway:

« Using today’s prices, an average-income couple retiring in 1960 received about
$100,000 in lifetime Social Security benefits. A typical couple retiring today would
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receive about $Y2 million in Social Security and Medicare benefits (about equal
amounts of each). Average-income baby boomer couples, on the other hand, would
receive around $%4 million, and those who come later are scheduled as much as $1
million (in today’s dollars).

e If the number of workers per beneficiary drop from more than 3-to-1 to less
than 2-to-1, as scheduled, the children of baby boomers would be required to finance
many of these increases in benefits through taxes on their earnings from work. Out
of every dollar in cash wages, the government already requires workers to pay 15
cents in Social Security tax, plus several cents in other taxes, to support elderly and
disability programs alone. In the future that rate of tax could as much as double.
This extraction of more and more out of each wage dollar has been taking place for
a long time now; its pace merely increases once the baby boomers begin to retire.

¢ One reason for these rising costs is that Social Security and Medicare dictate
the successive generations should receive higher levels of real benefits than all pre-
vious generations. For example, baby boomers are told that, regardless of other
needs of the population, they are entitled to receive higher levels of real benefits
from their children than they, the baby boomers, transferred to their parents—that
this is an entitlement.

¢ Another reason that Social Security and other retirement programs take ever
larger percentages of national income is that people are living longer and spending
more years in retirement—almost a decade more than Social Security retirees in the
early years of the program. Today individuals claim an entitlement to retire on So-
cial Security for about one-third of their adult lives. More years of retirement also
reduce the number of taxpayers for both Social Security and other purposes, thus
raising tax rates on those still working.

¢ Within a few decades, close to one-third of the adult population will be receiving
Social Security benefits. Add to those numbers the unemployed or unemployable, or
those on other assistance programs, and a substantial portion of the adult popu-
lation will be largely—in many cases, primarily—dependent upon the children of
today to support them through their tax dollars. Of course, our children will need
to support their own families, as well, but the share of the budget available to meet
the educational, environmental, health research, urban, justice and other needs of
our children and grandchildren would be drastically reduced (see figure).

ETERNAL COMMITMENTS OF PROGRAM GROWTH FOR AN UNKNOWN FUTURE

The basic sources of these budgetary problems are the very high, real, growth
rates built into programs. EVEN if we save all of the currently projected sur-
pluses—something not even the President is proposing—and even if projected defi-
cits were zero forever, we would not have gained control of our budget. That is, even
if we could avoid the threat of mounting public debt in the future, there would still
be no fiscal slack—resources to be allocated according to current, rather than past,
perceptions of needs. Never before in the history of our nation have so many com-
mitments and so much growth been scheduled in our laws literally for an eternity.
Our laws now assert to our children—indeed to all future generations—that we
know better today how to spend ALL of the revenues they will have 10, 50, 100,
or 200 years from today. By way of comparison, imagine if at the time the Constitu-
tion was first ratified our ancestors had put into law provisions and promises for
how to spend all the revenues that the government collected today.

Never before have dead and retired policy-makers so dominated officials elected
today. And never before has so much of policy bypassed the traditional set of breaks
applied through normal democratic decision-making. When the nation has dramati-
cally increased its financial obligations in the past—through wars, such enormous
land acquisitions as the Louisiana Purchase, assistance to workers and the unem-
ployed in depressions—the accompanying budgetary commitments were temporary
no matter how large their initial impact. It is the permanence of our newer obliga-
tions that is so different and so inappropriate. It makes no more sense to commit
today almost all of the future economic resources that will be available to govern-
ment than it would be to decide today where to station all of our troops for the next
century.

How did we reach this state of affairs? The answer involves several factors. First,
societal expectations were built around a higher rate of growth in the 3rd quarter
of the 20th century than in the last couple of decades. Second, rapid growth in do-
mestic spending as a percent of gross domestic product was also made possible
through peace dividends and reductions in defense spending. Indeed, most of the do-
mestic spending growth over this nation’s entire history took place under Presidents
Nixon, Eisenhower, Bush, and Truman, who presided over the spending of Vietnam,
Korea, Cold War, and World War II peace dividends.
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But the drying up of peace dividends and slower rates of growth still do not ex-
plain our fiscal straightjacket. Even if the slower economic growth environment of
the post-1973 period continues into the future, government revenues per capita,
after adjusting for inflation, will still double within another half century, perhaps
sooner 1f we are lucky and engage in good economic policy. Under normal cir-
cumstances, this increase of more than one trillion dollars in annual revenues (in
today’s dollars) would yield significant fiscal slack, projections of surpluses under
current law, and new choices for our children and grandchildren.

Given this revenue growth, the only way one can explain the fiscal straightjacket
is that past policy makers essentially spent more than all of that growth by building
more and more automatic growth into public spending programs. It would be one
thing if they merely bought too many goods and services in a current year. Instead,
they bought larger and larger levels of goods and services for decades and decades
to come.

Two areas have dominated the built-in growth picture in the United States and
other industrial nations: health care and retirement security (see table). The de-
mand for health care is virtually unlimited if we have no incentives to care about
costs when we go to the doctor or the hospital, or when we buy insurance. Not that
the costs aren’t borne, they are simply shifted to other insurance buyers and tax-
payers. Although most policy makers and individuals define a thousand or two thou-
sand dollars of health expenses as catastrophic, average household expenses on all
heath care goods and services is now around $12,000. Again, that’s the average.
Most government insurance—and, until recently, most private insurance—hid these
costs. This insurance has yet to impose adequate incentives, or, alternatively, con-
straints on prices and utilization to slow down the extraordinary growth in health
costs—including growth in payments to doctors and other health care providers.

Social Security and other retirement payments by government, in turn, have
grown faster than the economy largely because of improvements in health and lon-
gevity. For a typical couple retiring today, Social Security benefits for the longer liv-
ing of the two will last about 25 years. Those years of support would constantly in-
crease under current law Thus, the cost of the program to workers has risen signifi-
cantly because there are so many more years of benefits and fewer years of tax-
paying.

These longevity cost increases are added to programs already scheduled to grow
significantly, because annual benefits to new retirees are indexed to grow as fast
as average wages in the economy. This indexing system not only protects retirees
against inflation—a worthy goal, in my view—but also promises each successive
generation a higher standard of living. If benefits were held to a much more modest
rate of growth, it could much more easily finance the retirement of the baby
boomers.

In effect, Social Security and Medicare have been designed for almost their entire
history and for future decades and centuries to grow faster than the economy. More-
over, more economic growth doesn’t solve this problem because if the economy grows
faster, then so, too, do these programs. Yet it is impossible for any program to grow
faster than the economy forever. Hence the perennial pressure on the budget.

A political consequence of so much built-in growth is that it takes ownership of
government away from current voters and their elected representatives. This debate
is sometimes framed in the language of mandatory or entitlement spending. In the
early 1960s, over #srds of spending was discretionary; today it is less than Ysrd and
the fraction has been declining under both Republican and Democratic budget pro-
posals alike.

Proposals that depend upon the continuation of this type of decline in discre-
tionary spending to continue, as would both the President’s budget and many Con-
gressional alternatives, simply has no theoretical or empirical justification. One can
assume it only through a mechanical calculation that has no relationship to foreign
threats, educational opportunities, transportation demands, the needs of the im-
paired and disabled, or other future domestic concerns.

AN UNEVEN PLAYING FIELD FOR THE SETTING OF PRIORITIES

There are those who would argue that automatic growth in programs doesn’t mat-
ter. The plea made is that, well, we established them, we can get rid of them as
well. What’s wrong with making excessive promises or committing the wealth of fu-
ture generations as long as we can renege along the way?

Backing up a crystal ball predetermination of future needs with the force of the
state is not costless. Extra costs arise inevitably because of the uneven playing field
among programs, between entitlement (including entitlement to permanent tax
breaks) and discretionary spending, and among entitlements with different built-in
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growth rates. The impact of the vast differences in the way these types of spending
are currently treated can hardly be overestimated. To restrain the automatic growth
of entitlement spending requires what is really a super majority—the combination
of a simple majority in the House, a simple majority in the Senate, plus the Presi-
dent’s support (i.e., no presidential veto), or, alternatively, the combination of two-
thirds majorities in both Houses. A super majority is now required to expand discre-
tionary spending—that is, for our children to set their own priorities. Thus, new
needs, which must be funded out of new legislation, are put at a dramatic disadvan-
tage relative to old needs, already prefunded out of old legislation. This has been
and continues to be a practical recipe for stultifying the responsiveness of govern-
ment to change.

SUMMARY

In summary, we have only begun our journey toward a domestic policy in which
our children are allowed some choice as to what their government will do to meet
their needs and those of their children. Getting our budget into surplus after years
of large deficits has been a positive development. However, obligating the children
of today to pay almost all their future federal taxes as transfers to support the con-
sumption of their parents is a recipe neither for citizen-led government nor for eco-
nomic growth. The size of the deficit or surplus has never been more than a symp-
tom of the disease from which we suffer, and excessive attention to that number
has detracted from dealing with the longer-term direction of policy.

Current law still has built into it extraordinary spending increases of as much 7
percentage points of GDP in a few retirement and health programs within a little
over three decades—and then even higher shares of GDP in succeeding years. It is
this type of automatic growth that must be brought under control. Our focus must
move beyond some narrow deficit or surplus target and toward building a govern-
ment that is more responsive to the needs and demands of all ages.

Portions of this testimony are taken from The Government We Deserve, by C. Eugene
Steuerle, Edward Gramlich, Hugh Heclo, and Demetra Nightingale (Washington,
DC: Urban Institute Press, 1998).

Any opinions expressed herein are solely the author’s and should not be attributed
to the Urban Institute, its officers or funders.

FOUR PRIMARY SOURCES OF GROWTH IN OLD AGE PROGRAMS

¢ Perpetual growth in annual benefits for each cohort of retirees
* Longer retirement spans
« Lower fertility rates (baby-bust/baby-boom/baby-bust)
¢ Unlimited subsidies for health care
Federal Expenditures as a Percentage of Revenue

Long-Run Budget Projections of Clinton’s 2000 Budget Policy
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Chairman SHAW. Thank you. Mr. McCrery.

Mr. McCRrERY. Thank you, Mr. Chairman.

Dr. Aaron, you speak favorably of the President’s plan. I won’t
say “glowingly,” but favorably of the President’s plan, and I think
the President certainly put forward some positive proposals that we
can look at and perhaps expand upon. But even if we take the
President’s proposal in toto, and even if all of the economic as-
sumptions underlying his proposal are accurate, he still only ex-
tends the life of the program to 2055. That wouldn’t take care of
my 3-year-old or my 5-year-old. So, I mean it is not that great a
proposal, is it, if it only—if everything works just right—and it only
takes us to 2055, we are still left with a huge hole, aren’t we?

Mr. AARON. You know I work for a think tank, I don’t have to
run for election. My colleague at Brookings, Bob Reischauer, and
I did a book on Social Security reform. We proposed a menu more
than sufficient to close the deficit for 75 years and to fund the pro-
gram, with some benefit cuts, indefinitely.

Now we all know there is a kind of game going on right now with
everybody saying, “You first,” with the painful suggestions. The Re-
publicans want the President to do it. He would like the Repub-
licans to do it. I wish the President had included a fuller list, but
I say that as somebody who is not in the rough-and-tumble political
world. He said in his speech that he did not propose enough to do
the job, and that is true, he did not. He called upon Members of
Congress to join with the administration in fashioning other
changes that will go the rest of the way. My own view is it doesn’t
take a whole lot of heavy lifting to finish the job, if you buy into
the proposal that he initially put forward to transfer bonds to the
trust fund. A variety of measures will get you to full 75-year bal-
ance and beyond. As I say, I wish he had included them. He didn’t,
but I think the key now is to sit down in good faith—a good faith
incidentally that I think Members of the administration and Con-
gress on both sides of the aisle have displayed up until now with
respect to this issue. Everybody has been coming forward with pro-
posals, they have been stressing the need for early action, the need
for coming together and working jointly on this. And if that spirit
can be maintained, I think one could build on the President’s pro-
posal to do the whole job, and you should.

Mr. McCRrERY. Well, thank you. I just wanted to let you make
it clear that you weren’t endorsing the President’s proposal as a fix
for Social Security; you just think that some of the elements of it
are good and we ought to look at those.

Mr. AARON. I think the proposal as presented is a large step in
the right direction and, in particular, by defining the choice before
the American public as “consume it now or save it for the future,”
he has framed the issue in the correct way.

Mr. McCRrERY. Well, and obviously we have agreed with that. I
mean Chairman Archer and others on this Committee and our
leadership have said we are willing to put 62 percent of the ex-
pected surplus aside for Social Security.

Mr. AARON. He actually puts about 88 or 89 percent aside.

Mr. McCRERY. No, not for Social Security he doesn’t.
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Mr. AARON. No, not for Social Security but for saving.

Mr. McCRrERY. Well, part of that is as his USA accounts, which
is like a tax cut. We are not opposed

Mr. AARON. It is more like a mandatory pension plan, yes?

Mr. McCRERY. Yes, but it is kind of like a tax cut too. We kind
of like that. So we are not averse to looking at something like that
as well. As far as Social Security, just Social Security, it is only 62
percent. And we are willing to look at that. But there are ways
other than the President has proposed to set that money aside. One
does not have to simply buy down the debt currently to set that
money aside. There are other ways to do that, and, I don’t know
if you saw Dr. Feldstein’s column today in the Wall Street Jour-
nal—I think it was today or yesterday, in the last couple of days—
but he brings up an interesting point about double counting some
of the estimated surplus the President has proposed to set aside for
Social Security. At some point you have to pay off those bonds, and
even if it is 30 years down the road, you have to come up with cash
at that point to pay off those bonds. So he is you are going to have
to find the money somewhere in the budget or raise taxes to do
that and to make sure that money actually goes into Social Secu-
rity.

Mr. AARON. I don’t know how Professor Feldstein could have
written that column with a straight face. He has been proposing in
his plan to use the funds in a way structurally, almost identical to
the one for which he roundly criticized the President. I think there
are people who have standing to criticize the President’s approach,
but he is not one of them.

Mr. McCRERY. Well, except that—if I may take issue with you
just a moment—except that under Professor Feldstein’s plan, the
way he does recoup a large amount of that current expenditure is
in the outyears people give back part of their Social Security bene-
fit in return for getting from their individual account. And the
President’s proposal does not do that. The President’s proposal does
nothing to stanch the outflow from Social Security. He just leaves
a hole there. So I think you might want to read it again and——

Mr. AARON. I have read it carefully, and actually Professor Feld-
stein makes Gene Steuerle’s problem worse. The reason he makes
it worse is that his plan increases in pension obligations payable
in the future, increasing the transfers that have to be made to the
inactive members of the population through pensions. And that
would occur at the time when the baby boomers are retiring and
at the time we face truly daunting deficits in Medicare. I am wor-
ried about the retirement of the baby boomers. I think we may
have to trim back benefits somewhat, maybe not as much as Gene
would like to do, but we are going to have to trim back benefits
some. The last thing in the world you want to do at this point is
to increase pension commitments.

Mr. McCRERY. Well, it is questions like this that we appreciate
your input on.

Chairman SHAW. The time of the gentleman has expired. Mr.
Matsui.

Mr. MATsUIL. Thank you, Mr. Chairman. I was going to ask you
about Dr. Feldstein’s plan, Dr. Aaron. Perhaps you can explain how
this plan differs from the President’s because that is the way I saw
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it as well when we had the White House conference and Dr. Feld-
stein had explained it or tried to explain it. At that time it wasn’t
quite formed. It was pretty obvious to me that he was using the
tax cut for tax benefits that were really part of the Social Security
surplus. Perhaps you can go into some, not too much, detail, but
some detail on that.

Mr. AARON. Well, my concern about Professor Feldstein’s plan
comes in two forms. The first is the one I have mentioned. With
the retirement of the baby boomers there is going to be an increas-
ing financial burden on active workers to support retirees and the
disabled, even under current law. I am very concerned about in-
creasing pension obligations in the face of that baseline situation.

The second source of concern is one to which the President’s pro-
gram has a partial answer. The Feldstein plan would depend for
its success on permanent diversions of general revenues into pen-
sion obligations into the indefinite future. The President’s plan has
such a commitment for 15 years. Let me stress, 15 years is long
enough. I don’t think we can forecast accurately 15 years in ad-
vance, and events could well change within that period of time as
they have in the past. But at least the commitment is limited.

I am concerned therefore about the threat to future budgets that
would arise from the unlimited commitment of general revenues
that would occur under the Feldstein plan. In addition, there are
administrative issues that have caused Professor Feldstein repeat-
edly to revise his plan as flaws with version N minus one have
been called to his attention. I don’t believe, even now, the adminis-
trative problems with the version that he has proposed have been
fully resolved, but I confess there may be a new version later than
the last one I saw.

Mr. MATsUI. Dr. Foster, you—talking about private accounts—
what is the total dollar amount of the unfunded liability at this
particular time, given current benefits over the next generation, 33
years?

Mr. FoOSTER. I don’t know what the figure is. Perhaps one of my
colleagues would know.

Mr. MATSUI. We have been given a number of about $8 trillion.
Is that number, Dr. Aaron, pretty accurate?

Mr. AARON. It turns out the actuaries can calculate these num-
bers in very different ways. Robert Myers, who is widely respected
on both sides of the aisle, has an article in which he presents three
estimates of the unfunded liability that differ by a ratio of about
4-1 from the highest to the lowest. Whenever you are running com-
pound interest out into the indefinite future, small differences in
method make enormous differences in the results. And those were
the findings that he reported.

Mr. MATSUI So it could be as high as $8 trillion but as low as
perhaps, what, $2 to $4——

Mr. AARON. Under some methods of calculating it was on the
order of $3 trillion.

Mr. MaTsul. OK. Maybe I can ask you this question then: If you
have set up a private-account approach, can you move to a kind of
a new system? How do you deal with this $3 to $8 trillion? Perhaps
there is a magic way to deal with that?
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Mr. AARON. There is no magic way, and it is the reason why, at
present, there is complete agreement among academic economists
that privatizing Social Security does nothing whatsoever to raise
the rate of return available to people. And let me explain why. It
is not rocket science.

The great bulk of the payroll taxes we now impose go to support
benefits for current retirees and for those who will soon retire. I
don’t think there is a vote in Congress to pull the rug on those ben-
efits. So we are going to have to pay them. And those benefits rep-
resent the unfunded liability, what we are talking about when we
are talking about

Mr. MATSUIL The $3 to $8 trillion?

Mr. AARON. Yes. What we are talking about when we look for
higher rates of return is the investment of the payroll taxes that
we levy above that base amount, currently about 20 percent of the
revenues flowing into Social Security. We could invest those funds
through individual accounts, we could divert them now. Of course,
then we would have a problem meeting obligations in the future,
but for the time-being, we could invest those funds in individual ac-
counts or we could invest them, as the President proposed, through
the trust fund, hiring private funds managers.

On the average, in both cases, you are going to earn the average
rate of return on the asset category. The only difference is that in-
dividual account management will be more costly, and therefore
the net return available to support pensions when people retire will
be smaller if we do it through individual accounts than if we do it
through a centralized system.

With respect to voluntary saving, I am all with those who want
to expose people to financial market risk. With respect to the basic
retirement program designed to assure basic income, I would like
to see us get a fair return from a diversified portfolio in the admin-
istratively least costly fashion. And I believe the President’s plan
meets that test.

Mr. MATSUI. May I just ask one more?

Chairman SHAW. Yes.

Mr. MATSUL I want to thank the Chairman for giving me this
one more opportunity here to ask a question. Dr. Aaron, in answer
to the question posed by Mr. McCrery, you said the President
starts off and he takes care of the problem until 2055. And then
you said we should get the additional 20 years out of it and that
is where we can work on a bipartisan basis because my under-
standing of it, and I want to actually understand this and you can
help me with this. That is where the pain will have to come into
play. Either you have to raise payroll taxes or you have to make
some adjustments on benefits. Is that a correct analysis of the next
20 years to get to 2075?

Mr. AARON. Almost exactly correct. The only qualification, and it
relieves you a little bit more, is that there are some corrections in
the Consumer Price Index that have not yet been implemented
which, when implemented, will have the effect modestly of lowering
the projected long-term deficit. So the problem isn’t quite so bad.
But CPI correction is not going to get you the whole way there, and
when it comes right down to it, you are going to be talking about
the sorts of proposals that have been discussed by virtually every
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plan. They appear in the CSIS plan on which Gene worked. They
appear on the menu that Bob Reischauer and I put together; they
appear in the three plans discussed by the advisory council. And
none of them is fun.

Chairman SHAW. Mr. Steuerle, you did some work regarding ad-
ministrative costs. Do you wish to comment on Dr. Aaron’s last an-
swer as to the expense of these programs?

Mr. STEUERLE. I don’t think there is any doubt that any unified
organization has lower administrative costs than a diversified set
of organizations. If we have one auto company, it is cheaper than
if we have a lot of auto companies in terms of administrative costs.
My fear is not so much on the administrative cost side. I think
there are ways to set up individual accounts so the difference in
cost is fairly trivial. Dr. Aaron is correct that there is some minor
difference.

What I can try to do, however, is offer a slight amendment on
the explanation of what the President is proposing in terms of sav-
ings. The $2.8 trillion that is going into Social Security is going in
under current law. This proposal doesn’t change that at all. That
is already the initial 62 percent, if you want, of the unified surplus.
That is already going in. Now he claims that the Republicans
would try to spend that amount as well, and so he is saying that
relative to a profligate Congress he may be saving more. But rel-
ative to the current law, there is no saving there. He additionally
says, let us put a liability in Treasury and an asset in Social Secu-
rity. So we are going to make this transfer of another 62 percent
of the budget. By some accounting, that is approximately 120 per-
cent of the surplus.

But forget about what the surplus is. The proposal is basically
saying let us take another $2.8 trillion and let us throw that over
into Social Security as an obligation of the Treasury. What that
does, at least in that instance, is nothing. At that point, it is just
an accounting change, but it obligates future income tax payers to
support the Social Security system on top of what the Social Secu-
rity taxpayers would provide. Now how did the President claim
that this would still be a benefit? Well, he is claiming that if you
do this, that this will deter Congress from spending that amount
of money. And so, therefore, if you look at the graph at the back
of my testimony, you will see a little part where the net interest
costs to the government go down even while all these Social Secu-
rity, Medicare and Medicaid costs rise. And so over this period of
time, you still have all these rising costs, you still have a budget
that is dominated by Social Security, Medicare and Medicaid be-
cause the President doesn’t propose to cut back on any of these. In
fact, he proposes several expansions in terms of drug benefits and
help for the elderly poor and some other things. So he doesn’t pro-
pose to reduce those at all, but he does say that if we reduce these
interest costs over time then there is more money left over that we
would have otherwise paid in interest cost that we can now devote
to these programs.

Chairman SHAW. Mr. Hulshof.

Mr. HULSHOF. Thanks, Mr. Chairman.

Dr. Aaron, I recognize that in the interest of time that you had
to confine your remarks, and not able to go into your entire testi-
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mony. I have been trying to flip through to make sure I under-
stood. And first of all I really appreciate your use of the term “fis-
cal incontinence.” I would ask your permission to use that in my
next speech back home when we talk about Social Security.

I do want to talk a little, though, about this discussion that we
have begun—I am sorry—the discussion we have been talking
about as far as the unfunded liability. Do you agree with the actu-
arial number of the year 2013 as generally the year that the Social
Security benefits we pay out are going to outpace the Social Secu-
rity taxes we bring in? Is 2013 the year that you would say is the
accurate number?

Mr. AARON. I say nothing independently. I listen to the actuaries,
and last year’s Trustees’ Report had that year.

Mr. HULSHOF. Assuming the year 2013 for the purpose of this
question, does the President’s proposal change that date?

Mr. AARON. It probably doesn’t change it materially. The reason
I say probably is that I have yet to see the implications of his pro-
posed change in the retirement test, which might have some effect
on cash flow in the short run.

Mr. HULSHOF. As Mr. Matsui pointed out—and I think even he
limited it—and most of us consider as we talk about wanting to
pay full benefits to Social Security then either we (a) cut benefits
or we raise Social Security payroll taxes

Mr. AARON. Could I qualify my answer to that?

Mr. HULSHOF. Surely.

Mr. AARON. It would have an additional effect. I don’t know
whether it would move it by a year or two, or what the story would
be, but if you can boost the yield on reserves held on behalf of So-
cial Security, that wouldn’t affect tax revenues, which is the way
you phrased your question.

Mr. HULSHOF. Right.

Mr. AARON. It would affect income flowing into the system. So it
wouldn’t affect—the answer is it wouldn’t affect the answer to the
question you posed.

Mr. HuLsHOF. We talk about, do we cut benefits as a choice, do
we raise the payroll tax? I guess we could continue to borrow. Or
third, and let me see if I am reading your testimony, at least be-
tween the lines, that we can improve the program by infusing it
with more general revenue. Is that right? So we are talking income
taxes.

Mr. AARON. I think Gene and I would agree that the effect of the
President’s proposal is to provide general revenues for Social Secu-
rity in the long run. My explanation for that is that early in the
life of both Social Security and Medicare we paid out benefits vast-
ly larger than taxes people had paid could possibly have justified.
That generated the unfunded liability. We are going to have to pay
that unfunded liability one way or another. We can ask payroll tax-
payers to pay it or we can ask income tax payers to pay it. And
the President is saying that he thinks at least in some measure
this was a commitment of the Nation the cost of which ought to
be borne in proportion to income-tax liabilities.

Mr. HULSHOF. If your position is, or if we have this general dis-
cussion about infusing general revenue, that is income taxes, into
the Social Security system in the future, why not just lift the wage
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cap? Why not just lift the Social Security payroll tax cap at 72.6?
That way, and even though you are paying more into the system
and your benefits that you are going to get are higher, why not ap-
proach it from that angle rather than looking at the income tax?

Mr. AARON. I think it is a judgment call. Right now, we already
have sizable projected budget surpluses. In that situation, it is
harder I think to call for an immediate tax increase, although I ex-
pect there are going to be people who will call for it. And it may
end up being part of a compromise package at the end of the day.
I don’t know.

But the big question, I think, is the one I defined, I think. Do
we, in effect, reserve the surplus in some fashion to boost national
savings or do we spend it? And I interpret the President’s whole
speech as an effort to advance us down the road toward saving
nearly all of the projected surpluses, substantially to boost national
saving. It is the funds to Medicare, the funds to Social Security, the
USA accounts—all of those will tend to boost national saving. And
that is a big question, a big issue. Should we raise taxes some
more?

You can make the case, and some people, mostly among the
Democrats, argue that we should raise the wage base to restore the
proportion of earnings covered by the payroll tax. I think that is
a defensible position. But it would probably be embedded in that
final tier necessary to get us the remaining 20 years along with,
I suspect, some benefit cuts that might have more support from dif-
ferent quarters.

Mr. HuLsHOF. Thank you, Mr. Chairman.

Mr. STEUERLE. Mr. Chairman, can I make one addition? I do
think the point is important that as this Subcommittee considers
proposals. Let me reiterate what I think both Dr. Foster and Dr.
Aaron say: none of these proposals is fully developed to date. We
know that the real work is for people on this Committee and this
Subcommittee in terms of the drafting. There is a distinction in
terms of using income tax and general revenues to fund a transi-
tion to a more permanently stable program in proposals that make
permanent use of the income tax. One of my fears with the Presi-
dent’s proposal—because it doesn’t use any funds for the transition
or it doesn’t use any of the benefits of the USA account to change
anything else in the system—is that it puts Social Security in per-
manent dependence upon income-tax revenues if you actually di-
vided this world into Social Security budget and a non-Social Secu-
rity budget. It is not the only one, by the way. There are a lot of
proposals out there that leave Social Security in what I would call
a permanent state of deficit that is only financed by constantly
having general revenues having to run a surplus.

Now if we do enough saving up front, some people say that is
fine. For long run fiscal policy, I think it is a bit dangerous. It
would be like saying we could have run the deficits of the eighties
because Teddy Roosevelt put aside a lot of National Park land and
our wealth is much greater today. Now our saving is much greater,
so we can now run deficits. I think there is a danger with this per-
manent deficit scenario. However, I distinguish between that and
proposals that would give you some temporary general revenue in-
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fusion to try to help finance this transition, this unfunded liability
that we have been talking about.

Mr. AARON. What Gene has just said is the reason why I think
it is important to do the final 20 years of the fix. Then you can hold
the President, and future Congresses can hold future Presidents to
this 15-year commitment, and you are done with it. If you don’t fix
it up the rest of the way, then I think there is a danger of the out-
come that Gene just described. I think it would be undesirable.
More importantly, you know the answer the young lady gave up
here when asked about what do young people think about Social
Security. And she said, it is not Social Security, it is the govern-
ment they are suspicious of.

I think it is vitally important for members of both parties in the
long run that the American public have confidence that you folks
know how to do your jobs well. And toward that end, I would hope
that when Congress is finished with its work, you can, from both
parties, stand up and say to the American public, we fixed Social
Security. It is going to take awhile for you to really give credence
to what we have done, but over time you are going to understand
we fixed it so that it will be there for you. And if you can do that,
you will have done, I think, a bigger service than saving Social Se-
curity, you will have restored a measure of faith and understanding
that this is a democracy in which the elected officials do the peo-
ple’s work.

Chairman SHAW. Dr. Aaron, I can’t help but also observe with re-
gard to Ms. Kramer that she did say that she showed a lack of
trust in the government but then she supported the program that
would have the government doing the investment, which I think is
of some concern as to how you ward off certain attacks upon the
type of investments. Anything we do would have to have trans-
parency. And who is to say we are not going to get a lot of politics
in it? What about investing in an oil company that does off-shore
drilling and have the people in Florida all go crazy about it? What
about the question of tobacco companies? What about the question
of corporations that may not be politically correct as far as their
hiring practices? I mean the list goes on and on, and this is the
concern of many of us.

The fact that it is insulated today doesn’t mean that you are not
going to have a bill pass on the floor of the House and Senate and
signed by the President tomorrow that would prohibit any of these
investments in some of these areas that are not so politically cor-
rect. And this is the problem that I see of mischief that we would
have the Federal Government blacklisting investments in certain
companies. What about the question of accusations, whether they
be true or not, as to big contributors getting big investments? I
mean the thing is just loaded with fish hooks, and I think those
a}r;e some of the things that we have to consider in making these
things.

I can see, and I am not one to say that the President’s plan is
dead on arrival—I applaud him for even bringing in the private-
sector investments into the formula, whether it be by direct invest-
ment of the Federal Government or individual savings accounts or
perhaps coming up a hybrid, such as investment in large pools. But
the question is, how do you detach investment in the private sector,
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detach it from political considerations? And that is the big ques-
tion. If we can get over that hurdle, then I think we can start a
meaningful dialog.

With that, I will recognize Mr. Portman.

Mr. PORTMAN. Thank you, Mr. Chairman. It is great to have
these great minds of Social Security and savings in general before
us. I wish we had a few more hours.

I wanted to ask a few questions about savings rates generally.
And I know this is not the topic of Social Security, but the Presi-
dent has thrown the USA accounts on the table and, as Dr. Aaron
says, I think there is a consensus among economists—right, left,
and center—that until we increase our personal savings rate net
increase, we are not really going to be able to solve this problem
because that will give the economic growth that we will need to
sustain ourselves through the baby boom years. My concern about
the USA account is very simple and that is it is going to displace
existing savings. My focus is on the pension system, particularly
the employer-sponsored pension system. Also on the other leg of
the stool, the TRAs and so on. I just wondered if all three of you
could comment briefly on whether you think the USA accounts
would indeed displace what is going on already and what all of us
are tying to promote in the 401(k) world and IRA world and so on.

Dr. Foster, you want to go first?

Mr. FOSTER. I don’t think there is any question that there will
be some displacement, and there is also no question that if you
asked a number of economists who study saving behavior, they are
going to give you a wide range of estimates of what that displace-
ment would be. That doesn’t mean that we shouldn’t go about in-
creasing incentives to save, whether it is USA or expansion of IRAs
or what have you. There may be some displacement of saving one
form for another. That also means there will be some additional
saving, and that is an important objective.

Mr. PORTMAN. My concern is that currently you have, in the case
of the employer-sponsored plans, of course, an employer match that
may in fact be lower. I mean if you are a small employer and you
are struggling to provide this SIMPLE, Savings Incentive Match
Plan for Employees, plan or 401(k) plan and you have got this
other option out there, now you are sort of saying, gee, I will let
the government do it. And from what Dr. Steuerle says, we are in-
deed coming to a point where we are talking about general reve-
nues for us—I am at the other end of that spectrum on the baby
boomers. And the last thing we want to do is discourage private in-
vestment in savings, whether it is the employer match or whether
it is the individual saving on their own.

But I understand what you are saying, you could end up with
slight net increases, but you might have less private-sector involve-
ment. There might be ways for the government to make an invest-
ment. I like it by expanding contribution limits and simplifying and
putting some new vehicles out there like a Roth 401(k) and other
things. I think that would be a much more efficient way for the
government to invest rather than putting money on a matching
basis into account.

But, Dr. Aaron?
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Mr. AARON. I think the concern you raise is a real one. There are
ways of designing the program to minimize the offsets which will
be there inevitably, as Mr. Foster said. First of all, low-income
Americans, low earners, just don’t save voluntarily very much at
all. It is not, as Mr. Foster said, that they just don’t have the re-
sources—they managed to save quite nicely from lower-disposable
incomes 30 and 40 years ago. The problem is that they are
bombarded with an array of temptations to consume today. We all
are. And like all mortal people, they succumb to them. Consuming
is chic; saving is not.

One of the great potentials, I think, of the USA account is edu-
cational exactly along the lines of Mr. Anderson, they can show
people that you can accumulate even if it occurs slowly, that com-
pound interest works on your behalf, that savings gets you nearer
to achieving som